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ABSTRACT 

These hearings examine ways of ensuring access to 
quality health care, especially for low-income persons ineligible for 
Medicaid. The problems oi determining who the economically 
disadvantaged are, what services they are provided with, and how 
those services are provided and financed are all addressed. An Urban 
Institute researcher testifies that the number of uninsured Americans 
under 65 increased between 1979 and 1982 largely because of the 
recession, and calls for more diverse forms of insurance. A 
representative of the Colorado Task Force on the Medically Indigent 
then presents findings that one-third of Colorado's population is 
neither publicly nor privately insured. A Kansas Women's Equity 
Action League representative describes the problems of access and 
af f ordability for women between 45 and 65 years of age. A 
representative of the Health Insurance Association of America 
testifies that 10 to 15 million Americans under 65 had neither public 
nor private coverage in 1962 and elaborates on the problem of 
uninsurables and attempts, via open seasons on insurance and pool 
systems, to remedy the problem. A statement by the American 
Protestant Health Association on Health Care for the Economically 
Disadvantaged urges the need to identify criteria for providing 
assistance to "safety net" hospitals and a final statement by the 
National Association of Chain Drug Stores criticizes current 
regulrtions covering reimbursements for prescribed drugs and offers 
suggestions for change. (RDN) 
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HEALTH CARE FOR THE ECONOMICALLY 
DISADVANTAGED 



FRIDAY, APRIL 27. 1984 

U.S. Senate, 
Subcommittee on Health, 

Committee on Finance, 

Washington, p.C 

The committee met, pursuant to notice, at 9:34 a.m., in room SD- 
215, Dirksen Senate Office Building, Hon. David Durenberger 
(chairman) presiding. 
Present: Senators Durenberger and Heinz, 
[The press release announcing the hearing Follows:] 

IPrcss Roloase No. 84-131) — 

Health Care fok the Economically Disadvantaged 

Senator Dave Durenberger (R., Minn.), Chairman of the Subcommittee on Health 
of the Senate Committee on Finance, announced today that the Subcommittee will 
hold a hearing on the delivery of health care to the economically disadvantaged. 

The hearing will be held on Friday, April 27, 1984, beginning at 9:30 a.m. in Room 
SD-2ir) of the Dirksen Senate Office Building. 

In announcing the hearing Senator Durenberger noted that, "This is one in a 
series of hearings to examine how to reach our goal of ensuring access to quality 
care. In many cases, those low income persons who are ineligible for Medicaid are 
•falling through the cracks' of our health care delivery system. In beginning to ad- 
dress this problem, we must detemine who is economically disadvantaged, what 
services they are now provided, and how those services are provided and financed. 
Later in the series of hearings we will focus on identifying what changes need to be 
made with respect to both the public and private sector to ensure access to needed 
health care.'* . u • r 

Senator Durenburger stated that the Subcommittee is interested in hearing from 
the Administrat'.on with respect to an overview of individual State's Medicaid eligi- 
bility and the scope of services provided; from the States, greater detail as to who is 
not currently covert J by Medicaid and, more importantly, as to whether and to 
what extent other State programs are used to provide needed care; and from the 
Congressional Budget Office, the extent of the population of economically disavan- 
taged lacking access to health care. Additionally, the Subcommittee is interested in 
anv additional data or studies which help define the population or the extent to 
which health care is or is not available. Where care is made available, the Subcom- 
mittee is interested in hearing from the entities thatfiilance that care. This in- 
L-ludf " local government units, community service orgflanizations, hospitals, physi- 
cians, clinics, and others. 

Senator Durenberger. The hearing will come to order. 

One of the primary objectives that I have set as chairman of the 
subcommittee for 1984 is to identify the problems faced by economi- 
cally disadvantaged persons in America in receiving health care. 
And, hopefully, by the end of this process of identification, we still 
start another process to outline a solution to their problems. 

(I) 
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Wo have spent a great deal of time in the Congress recently puz- 
zling over how health care can become more affordable for the av- 
erage American. And we have made some progress in finding the 
ansv/ers to those questions. 

We have set into place a reimbursement system under medicare 
that will make hospitals in America more pries conscious, and, 
hence, more price competitive. We have allowed State medicaid 
programs to experiment with competitive contracts for primary 
care providers in the community. We are also encouraging the ex- 
pansion of capitated systemtj, auch as HMO's. And wg have worked • 
closely with business and industry to learn from their efforts at 
cost containment. 

But affordable health care for moat Americans is still too costly 
for many. There remain a large number of Americans who are not * 
protected from the high cost of a m^edical incident. These are not 
necessarily the very poorest among us; those who probably meet 
the eligibility criteria for mo3t State medicaid programs,. But 
rather they are those economically disadvantaged who live on the 
margin between poverty and our so-called middle class status. 

A medical incident could have " .astrous financial consequences 
for such people. We are here today to learn more about who are 
tlie economically disadvantaged in thia marketplace. Once we 
better understand why people are unprotected against medical 
risk, perhaps we can then think about the moat appropriate reme- 
dies that would insure each of them access to care when each of 
them needs it. 

In subsequent hearing we will look at where the economically 
disadvantaged receive their care when they require it, and how the 
services they receive are provided and how they are financed. 

So with that brief statement, 1 would like to thank all of the wit- 
nesses who have agreed to join m here this morning. Most of you 
are here because you are our backgrounders, I mean you are the 
people that have as broad an overview of the nature of this prob- 
^ ' lern as we could find. You know what you are talking about, and I 
think you know a lot about the problem. 

So rather than trying to start out with a bill that solves prob- 
lems, we are going to start out with people that we think under- 
stand the nature of the problem and then we will go from there in 
trying to find a solution. So we will start this morning with Dr. 
Katherine Swartz from the Urban Institute. 

Kathy, we have jamr full statement, which will be made part of * 
the record. And you may do as you please with that statement. You 
may read the whole thing or summari?:e it or whatever you think 
will be most appropriate. 

STATKMKNT OF I)K. KATHKRINE l^WARTZ. RESEARCH 
ASS()( lATE. THE URBAN INSTITITE, WASHINGTON. D.C. 

Dr. !5wARTZ. Thank you for the opportunity to share some of our 
recent findings concerning the group of Americans who do not 
have health insurance. I have three major points which I would 
like to discuss. 

First, the numb\?r of Americans under age Hf) who do not have 
health in.surance increased by a third between 1979 and 1982, 
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which reveM^Hes a :5()-year trend. In 1979, 28.7 million Americans, or 
roughly 14 percent of thoae under age 65, lacked public or private 
health insurance. By 1982, the number had grown to 38.6 million, 
or 19 percent of those under age 65. 

The second point is that the increase is due in large part to the 
1981-82 recession. The direct effect of the recession, of course, was 
that many people lost their jobs and thereby lost health insurance 
for themselves and their dependents. But the recession also had an 
indirect effect which I think is perhaps more important. That is, it 
% caused many firms to look hard at their escalating health insur- 

ance costs. Firms are now requiring employees to pay a larger 
share of the premium as well as more of the direct costs of health 
care. This has, in turn, caused workers, of course, to look hard at 
• their expense for health insurance, especially for family coverage, 

which many have decided to drop. The increase in the number of 

uninsured Americans 

Senator Durenberger. You have some substantiation for that? 
Dr. SwARTZ. Yes, I do. And I will elaborate on this point. 
The. third point that I would like to make is that I think this 
recent increase in the number of uninsured people adds to the ur- 
gency for the need for more diverse forms of insurance. In particu- 
lar, I think greater availability of catastrophic health insurance is 
needed, which would address the group of Americans you were 
talking about in your opening statement. 

In terms of the uninsured people that we see now, by 1979 
almost everyone who was a permanent employee of a firm with 100 
or more workers had health insurance. Family coverage was also 
usually purchased through employment— either by the firm in in- 
dustries where unions were strong, or by the worker— because the 
large firms could obtain relatively low rates for family coverage. 

Well, who in 1979 did not have public or private health insur- 
ance? Among the adults, one-third had worked fulltime for 40 or 
more weeks in 1979. The evidence certainly suggest that many un- 
insui ed adults worked for small firms that pay low wages and that 
do not offer health insurance as a fringe benefit. 

The uninsured in 1979 were not predominantly in the lowest 
part of the income distribution. Instead, the largest group of them 
came from families that could be termed ''working near poor.' 
Almost half of the uninsured had family incomes between 100 and 
percent of the poverty level. Only one-fourth had family in- 
• comes below the poverty level. 

The children of such people, of course, were also uninsured. 
Almost 40 percent of the uninsured in 1979 were children. 

In 1982, the last year for which we have data, the effects of the 
recession are clearly evident. Only one-fourth of the uninsured 
adults were full-time workers for 40 or more weeks in that year. 

Adults who said they were looking for work increased from 8 
percent in 1979 to 14 percent in 1982. This fall in labor force activi- 
ty is seen again when we look at the uninsured by family income. 
While the proportion of the uninsured who had family incomes be- 
tween 100 and :<()() percent of the poverty level was almost the 
same as in 1979, the proportion who had family incomes below the 
poverty level increased to almost one-third. 
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It's important to note that the 1981-82 recession caused many 
faniilies to lose their health insurance when primary earners lost 
their jobs. Last summer, much attention was focused on a study 
which used the 1977 National Medicpl Care Expenditures Survey, 
sometimes known as NMCES. Most of the unemployed in the 
NMCES study did not lose their health insurance coverage. The 
crucial difference to note between 1982 and 1977 is that the econo- 
my was in recovery in 1977. Those who lost their jobs in 1977 were 
typically secondary earners in families whose health insurance was 
provided by the other earner's fringe benefits, or they were em- 
ployed in the service sector where health insurance was not offered 
as a fringe benefit, and they didn^t have it to lose. 

The recent recession hit the durable goods and manufacturing 
sectors hardest where health insurance is a widtly held benefit. 
Significantly, only half of the jobs lost in the manufacturing sector 
in 1981-82 have been regained to date. 

In 198"^., children accounted again for about 40 percent of the un- 
insured. This also means that more than one out of five American 
children was witliout public or private health insurance in that 
year. There is a troublesome aspect to this fact; 4,2 million of these 
uninsured children — about one-fourth of all uhinsured children — 
lived with a parent who had insurance in 1982. This is more than 
double the number of uninsured children who lived with an in- 
sured parent in 1981,7ust 1 year earlier. 

These figures lead nie to the second point that I made earlier— 
that the 1981-82 recession caused a structural change in employ- . 
ers' attitudes toward health insurance which has led many workers 
to drop insurance for their dependents, This newly uninsured 
group of people is unlikely to be insured again soon even though 
the economy is in recovery, 

Over the last decade, the rapid escalation of medical costs has 
forced employers to rethink their attitudes toward health insur- 
ance as a fringe benefit. The press has carried a number of stories, 
particularly about Chrysler, Citicorp, and W. R. Grace & Co., in 
their efforts to hold the line on their per worker health insurance 
costs. The costs have doubled for many employers just^aince 1979, 
Recessions always cause firms to look closely at all their costs, 
When sales fall, profits can only be palmed if costs are also eut..,^ 

Clearly, a cost item that doubles in 4 years is going to set &ff. , 
alarm bells. As a result, all types of employers— and not just large 
corporations like Chrysler— have begun to cutback on the items 
covered by their group health insurance contract, and they have 
been forcing their employees to pay more of the premium; particu- 
larly, for family coverage. 

It appears that these efforts have caused many employed people 
to decide not to purchase health insurance, particularly for their 
dependents. Not only has the number of uninsured children living 
with an insured parent more than doubled just between 1981 and 
1982, but the number of uninsured adults living with an insured 
spouse went from 2 million to 4.3 million in the same year. 

When you stop to think that the cost for family coverage, may be 
$r)() per month, after assuming the employer may pay all of the 
premium for the worker's coverage— which is not always a correct 
. assumption— and the family may face a $300 deductible, 12 times 
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no is $f;i)(). plus %'.m\ for the deductible, totals $900, it's not surpris- 
ing that u lumily niny decide to forego family coverage. 

If a family's income is below $18,000, which toughly two times 
the poverty level for a family of four, $900 for medical expenses is 
more than 5 percent of their before tax income 

This brings me to my third point that a w'. er range of types ot 
health insurance ought to be available. Othc rr ■ are likely to 
see a large segment of the population totally witncut health insur- 
ance, which seems a little like throwing the baby out with the bath 
water in the efforts to make people more conscious of the cost ot 
their medical care via their health insurance premiums. 

The family in my example, for instance, is making a completely 
rational decision when it drops its family coverage; particularly, 
when it believes that there is a low probability of a serious and ex- 
pensive medical problem arising. What this family needs is a low 
cost insurance policy for catastrophic medical.bills. 

Why should we care about whether or not a family like my hypo- 
thetical family can obtain catastrophic health insurance? First, if 
they don't have any insurance and they do have a serious medica 
problem, there Is a lot of evidence iliat they will not seek medical 
care until the problem is an emergency. Second, vhen they do seek 
medical care, they frequently cannot pay for it. Their lack ©t. 
health insurance places a burden on various Government agencies, 
and those of us who do have health insurance. Society has to pay 
for their care via higher taxes or by forgoing other programs so 
that the Government agencies can be funded, and by paying higher 
health insurance premiums because the private insurance compa- 
nies are picking up the cost of charity care in hospitals. 

Encouraging a wider range of health insurance policies would 
also be a positive way of dealing v/ith the diversity of people who 
lack health insurance. If these policies were largely catastrophic in 
nature, and therefore had low cost premiums, I think the people 
would be willing to buy them. 

In summation, the prjportlon of Americans under bo years old 
who do not have public or private health insurance coverage has 
been growing since 1979. reversing the postwar trend. Part of the 
increase was due to people losing their jobs in the recession, and 
their health insurance. , c • i 

But part of the increase was also due to employers forcing work- 
ers to pay more of the premium for family coverage. This appears 
to be a structural change in employers' attitudes toward health in- 
surance as a fringe benefit. It seems unlikely that the proportion o 
Americans who are uninsured is going to return to the 1979 level 
even as the economy recovers unless something different occurs. 
More availability of catastrophic types of health insurance especial- 
ly for the working poor and the working near poor would probably 
reduce the number of uninsured Americans. 

In so doing, the present inequities in ability to pay for serious 
medical care would be eased. 
Thank you. 

Senator Durf.nberger. Thank you very much. 

|The prepared written statement of Dr. Swart/, follows;] 
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Thank you (or the opportunity to ihare some of our irecent flndinga 
concerning the group of Aaeticans who do not have health inaurance« I have 
three major points which I would like to diacuaa: 

o Firat, the number of Americana under age 65 who do not have 

health inauranco increased by a third between 1979 and 
1982, reversing a 30-year trend* In 1979^ 23*7 million 
Americana, or 14 percent of those undQr age 65, lacked 
public or private health insurance « By 1982 the number 
had grown to 38,6 million, or 19 percent of those under 
age b5« 

o Second, the increase is due in large part' to the 1981-82 

rece8oion« The direct effect of *rhe receasioiHwaa that 
many people lost their jobs and thereby lost health 
insurance for themaelves and their dependents « But the 
recession also had an indirect effect: It caused many 
firms to look hard at their escalating health insurance 
costs. Firms are now requiring employees to pay a 
larger share of the premium as well as more of the 
direct costs of health care. This has in turn caused 
workers to look hard at the\r expense for health insur- 
ance t espQcially for f^ily coverage i which many 
^decided to drop. The Increase in the number of 
uninsured Americans due to this structural change in 
enployerd' attitudes towards health insurance will not 
decline as our economy recovers. 
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o Third) ttiit part of th« rectnt inrrease in the nuaber of un- 
insured people adds a ttote of urgency to the need for 
more diverse forma of insurance — in particular^ 
catastrophic health insurance* 

I would like to elabor^e on each of these points. With respect to the 
number of uninsured Americans » the recent incrtiase represents a sharp break i 
post-war crends. Through the 1960*8 and 70's, the proportion of the under J^S 
year old population without health insurance steadily declined. Some of the 
decline was due to government programs > especially Medicaid) for welfare 
recipients and the disabled. But a greater factor was the ittcrease in the 
number of employers offering health insurance as a fringe benefit. For 
employers ) health insurance was cheap and it held down the wage base used to 
calculate Social Security and other payroll taxes. For employees » the 
employer coi.ttibution8 for health insurance representnd untaxed income; and 
the -evel jI protection against medical bills was obtained at group rates far 
lower th/v.i the cost of comparable individual policies. 

By '.979, almost everyone who was a permanent employee of a firm with 
100 or more workers had health insurance. Family, coverage was also usually 
purchased through employment — either by the firin in industries where unions 
were strong » or by the worker — since the large firms could obtain relatively 
low rates for ^mily coverage. 

Who theni in 1979, did not have public or private health insurance 
coverage? Among the adult s^ one-third had worked full-time for 40 or more 
weeks in 1979. The evidence certainly suggests that many uninsured adults 
worked for^sfeall firms that pay Low wages and do not offer health insurance as 
a trlnge benefit. Those who were in the labor force wero largely in 
occupations where self-employment or employment in small) low wage paying 
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(iriM *Te tha norm rtthar tti«n th« excoptlon. 

The uninsured in 1979 >.are not jredominantly in the loweit part of the 
Incooe di.tribution. Instead, the iatgest group of LVa came from families 
that could be termed working, near poor. Almost halt of the uninsured had 
f«.ily Incomes between 100 and 300 percent ot the poverty level. Only one- 
fourth had family incomes below the poverty level. The children of such 
people were also uninsurod-almost 40 percent of the uninsured in 1979 were 
children. 

In 1982, the last year for which we have data, the effects of the 
recession are clearly evident. Only one quarter of the uninsured adults were 
flUl-time workers for 40 or more weeks in that year. Adults who said they 
were looking for work increased from 8 percent in 19^9 to 14 percent in 
iya2. This fall in labor force activity is seen again when we look at the 
uninsured by family income. While the proportion of the" uninsured who had 
family incomes between 100 and 300 percent of the poverty level was almost the 
s«.e a. in 1979, the proportion who had family incomes below the poverty level 

incre«9»»rt to 32 pflrcunt. 

It IS important to note that the 1981-82 recession ctused many families 
to lose their health insurance when primary earners lost their jobs. Last 
summer, much attention was focused on a study which used the 1977 National 
Medical Care Expenditures Sutvey (NMCES). Most of the unemployed in the NMCES 
study did not lose theirhealth insurance coverage. The crucial difference 
between 1982 and 1977 is that the economy was in recovery in 1977. Those who 
lost their jobs in 1977 were typically secondary earners in families whose 
health insurance was provided by the other earner's fringe benefits, or they 
wore employed in the service sector where most often health insurance was not 
offered as a fringe benefit so they did not have it to lose. The recent 



ERIC 



* 13 



10 



recestLon hit the (Jumbla gooda «nd ouinufacturing aectors hardest, where 
health inaurance is a WL<lely hald benefit, Significantly, only half of the 
jobs lost in the manufacturing sector in 1981-82 have been regained to date* 

In 1982, children accounted again for about 40 percent of the uninsured* 
This also means that more than 1 out of 5 American children was without public 
or private health insurance in that year. There is a troublosonie aspect to 
thin fact: 4.2 million of thase uninsured children— or about one-fourth — 
lived with a parent who had insurance in 1982, This is more than double the 
number of uninaared children who lived with an insured parent in 1981, 

These figures Lead me to the second point, that the 1981-82 recession 
caused a structural change in employers* attitudes towards health insurance 
which has led many workers to drop insurance for their dependents, This newly 
uninaurad group of people is unlikely to be insured again soon even though the 
economy is in recovery* 

Over the Lasr decade, the rapid escalation of medical costa haa forced 
empioyera to rethink their attitudes towards ^health inaurance as a fringe 
benefit* The press haa carried stories about large corpoi ations such aa 
Chryaler, Citicorp, and W* R* Grace and their efforts to hold the line on 
their per-worker health insurance coata* The coata have doubled for many 
cofflpaniea just since !.i^79. Recessions always cauae firraa co look closely at 
all their costs — when sales fall, profits can only be earned if coats are also 
cut* Clearly, a coat item that doubles in four yeara seta off alarm bella* 
As a result, all typert cE employers — not just large corporations like 
Chrysler— have begun to cut back on the items covered by their group health 
insurance contraccs end have been forcing their employses to pay more of the 
premium, especially for family coverage* It appears that these efforts have 
caused many employed people to decide not to purchaoe health inaurance, 
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pirticul«i'ly fAmily cov«rtg«, Not only has the number of uninaurad children 
Living with an insured parent raore than doubled between 1981 and 1982, but the 
number of uninsured adul'e living with an insured spouse went from 2 million 
to 4/3 million over the aaiu^ time* 

When you stop to think that the cost for family coverage (after assuming 
that the employer pays all of the premium for the worker's coverage) may he 
$50 per month and the family may face a $300 deductible, the decision to fore- 
go family coverage is not as surprising as it might at first appear. In this 
example, a family would have to have medical costs greater than $900 before 
its health insurance would have paid for itself. And if the family's income 
18 below $18,000 (roughly 200 perccn: of the poverty level for a family of 
four), that $900 is more than 5 percent of the family's before-tax income. 

This brings me to my third point, that a wider range of types of health 
insurance ought to be available. Otherwise, we are likely to see a large 
segment of the population totally without health insurance— which seems like 
throwing the baby out with the bathwater in the efforts to make people more 
coastious of the cost of their medical care via their health insurance 
premiums. 

The family in my example, for instance, is making a rational decision 
when It drops the family coveiage, particularly when it believes that there is 
a very low probability of a serious and expensive medical problem arising. 
What this family nneda is a low-cost insurance policy for catastrophic medical 
bills. 

Why should we care whether or not people like my hypothetical family can 
obtain catastrophic health insurance? First, if they do not have any insur- 
ance and do havR a BRrious medical problem, there is a lot of evidence that 
they will not seek medical care until the problem is an emergency. Second, 
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when they do seek medicul cere^ if ^hey cennot pay for it their lack of health 
inaurance places a burden on various government agencies and those of us who 
do have health insurance. Society has to pay for their care via higher taxes 
or by foregoing other programs so that the government agencies can be funded, 
and by paying higher health insurance premiums because the private insurance 
companies arc picking up ^'^e costs of charity care in hospitals. 

Encouraging a wider range of health insurance lolicies would also be a 
positive way of dealing with the diversity of the people who lack health 
insurance. The uninsured adults who work fo*; small firms that pay low wages 
or who are self*'employed are another ftroap who could benefit from more avail* 
ability of health insurance. These workers currently forego health insurance 
btf^iuse they could only purchase it at individual rates which are quite 
expensive. But if groups based on occupations in a given geographical area 
were formed, the workers should face much lower group rate premiums. They 
each might then be far more likely to purchase inaurance. For example, all 
hair dressers who work in a county or metropolitan area could form one group, 
while all taxi cab drivers could be another and all nursery school teachers 
could be yet another group. In many caaes, there are organisations already in 
place for representing such groups, and the organisations could be approached 
by insurance companies with group ratea. Precedents for group insurance plans 
exist with construction-'related unions and such groups as the Aoterican Assoc!** 
ation of Retired People. If these policies were largely catastrophic in 
nature, and therefore had low cost preffliumOf adverse selection should not be a 
Sfirioua problem. 

la summation, the proportion of Americans under 65 years old who do not 
have public or private health insurance coverage has been growing since 1979, 
reversing the post-*war trend. Part of Che increase was due to people losing 




ERIC 



18 



th.ir job. .nd thu. th.ir h..lth in.ur.nc. during th. 1981-82 rec.ion. But 
part of th. incre..e .l.o"da. to .-ploy.r. «orc.ng worker, to pay »or. of 
th. pre«ii» for health In.ur.nce, especially for t«iily coverage. This 
appear, to be . .tructural change in employer.' attitude, toward, health 
icuuraac. a. a fringe benefit, aence. it unlikely that the proportion 

Of A-erican. who are ..in.ured i. going to return to the 1979 level even a. 
the econooy recover.. Hore availability of cataatrophic type, of health 
.n.urance, e.pecially for the working poor and near poor, would probably 
reduce th. nu«b.r of unin.ured American..' And in ao doing, the preaent 
inequitie. in ability to pay for aeriou. radical car. would b. ea.ed. 
Thank you very much. 
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SELECTED INFORMATION ABOUT THE UNINSURED POPULATION 
UNDER 65 YEARS OLD IN 1979, 1981, & 1982 



1979 



1981 



1982 



Number of uninsured 
Uninsured/population 

Number of uninsured age 16 or under 

Number of uninsured kids living with insured parent 

Number of uninsured adults living with insured spouse 



28.7 million 
14. 4Z 

11.3 million 



36 million 
17. 8X 

14.95 million 
1-95 million 
2.05 million 



38.6 million 
18. 9Z 

14.8 million 

4.2 million 

4.3 million 



Family income relative to the poverty level 

Below poverty level 
lOOX - 199% 
200% - 299% 
300% - 399% 

Above 400% of poverty leve) 



28% 
29% 
19% 
10% 
14% 



33% 
3U 
17% 
8X 
ilX 



32% 
30% 
17% 
9% 
12% 



19-64 year olds 
Proportion working 
Proportion unemployed 



57.0% 
8.3% 
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53.0% 
12.4% 



SOURCES Current Population Surveys of March 1980, 1982, & 1983^) J J 



50.6% 
14.5% 
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Senator DuKKNHKUdKit. Let me ask just a couple of questions, in 
addition to the itilbitiiation that you have in your statement, did 
you find, for example, regional variation around the country? Did 
part of your study look at that? 

Dr. SWARTZ, No. we didn't look at th> t. In another study we have 
looked at the North and East versus the South and West. Health 
insurance coverage is not as widespread in the South and West, 
But that really is not part of this study, 

Senator Durknbkrcku. You talked in the begmnmg and at the 
end of your statement about the problems that you pe :eive m m- 
creasing employer cost sharing in health insurance. Then you advo- 
cate in your statement that a wider range or wider va»-iety, if you 
will, of health insurance is needed. Were you able in the course of 
your analysis to determine what employers were doing in that par- 
ticular regard? In other words, were they just adding cost sharmg 
♦o an existing plan— I say that in the singular. I take it that this is 
' true in most cases— or did you see some activity on the part of em- 
ployers to permit a broader choice of health plans? 

l)r. SwAKT'/.. I have not observed the broader choice of health 
plans, but what 1 have observed is that the benefits that are actual- 
ly c(.»vered under the existing contracts have been reduced so that 
the increa,se in price of the premium for the contract— just going 
up Irom ]W2 to the price did not increase as rapidly as they 

had anticipated simF)ly because they held down on the benefits that 
they had been willing to cover in the past. 

Senator Durknhkkgkr. But I take it what you see when you look 
at employers in most cases one plan per company. 

Dr. SwART'/.. Right. . 

Senator Durknreugkr. And that plan is identical for ail employ- 
ees. 

Dr. Swart/.. Yes, ■ ■ 

Sei-ator Dlirknhkucku, Whether they are the highest paid, the 
lowest paid, men, women, single, married, young, old, lots of kids, 
no kids, whatever. 

Dr. SwAKT/. I think in general that's true. 

.Senator Dukknhkrgkk. Isn't that typical of America today.' 

Dr. Swart/,, Yes. 

Senator Durknrku(;kr. And that plan probably in most cases is 
oriented toward a larger number of benefits to cover the largest 
number of people and tho.se— there's an anticipation of family cov- 

* ' iTr. SWAUT/, I think it depends really on the firm that you are 
talking about. In a firm that's made up of primarily younger aged 
people, for e,\aniple, where children are not part of their family 
structure, vou see a lot more psychiatric benefits that are covered 
■AS ()pp(.se(l' to a group of employees where there are a lot of chil- 
dren and it is ianiily oriented. There you would see much more in 
the w;iv of maternity benefits and well child care visits, 

S( iiator Di'RKNHKRC.KR. Do you ,see some choice between a family 
pl;m and what we call a single plan? Or does everybody get the 
liimilv plan wtiether thev are married or not'.' 

Dr.'SvvAKT/. No. 1 tliink the typical situation is that everyone 
f.ets tlx- individual coverage. In many case^i, there is cost sharing 
even for the pretnium for the individual coverage. Hut in almost all 
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cases if a person elects family coverage, that person pays the differ- 
ence in the premium for the family coverage versus what the firm 
is willing to pay for the individual coverage. Exceptions to that, of 
course, are where you have a strong union, and the union has bar- 
gained in the past for having family coverage incorporated in what 
the employer is willing to pay. 

But even there. We are seeing pushing back by the large corpora- 
tions where there are strong unions. 

Senator Durenberger. Then in the timeframe of your study, the 
rationale for dropping family coverage was that the cash was not 
available, so to speak, because during that period of time the 
money was needed to cover other expenses. 

Dr. SwARTZ. Particularly in a recession, I think that families cut 
back on what they view as being unnecessary expenditures. Just 
use my example. Fifty dollars a month may be something that they 
say, gee, do we really want to take that money and put it here or 
are we going to spend it on the kids' clothing, especially if we feel 
that i)rimary earner has a 50-50 chance of losing his job. 

Senator Durenberger. Well, that's what I recall about that 
period of time, too, especially since I was running for reelection. 
That there were a whole lot of people who were working who were 
sure that next week they were going to get their pink slip. 

Dr. SwARTZ. Right. 

Senator Durenberger. And so they weren't necessarily making 
those decisions on the basis of having to take that dollar and trans- 
late it immediately into a bag of groceries, but they were setting it 
aside in anticipation of the pink slip. Is that part of what you 
found? 

Dr. SwARTZ. I agree completely. I think that's a large part of 
what is going on. Not only are the firms being forced by a recession 
to look at those costs, but I think people were so nervous that they 
also have been forced to look at those costs. 

But my argument is that this is really a shift in attitudes. It has 
made people much more aware of all their different dollar expendi- 
tures. And as the dollar expenditures for health insurance have 
climbed, they are saying, wait a minute, is it really worth the 
money if we don't think that we are really going to have a heavy 
medical expenditure this year. And most kids, unless they break a 
limb or are in a car accident or have some kind of cancer, do not 
have more than $900 worth of medical bills in a year— even a 
family of four wouldn't have no more than $900 worth of medical 
expenditures. 

Senator Durenbehgkr. Do you have any data in there on em- 
ployer continuity of coverage? And I think, of the situation in 
which an employee dies and leaves a widow, widower, children, so 
forth, uncovered. And, in effect there is no continuity of coverage 

ther because of a dissolution of marriage or termination of em- 
ployment. 

Dr. SwAHTz. I don't have that directly in the form of knowing 
what happens after someone dies or after they lose their job. But I 
do know that the incidence of being uninsured, if you are a widow, 
waH somewhere on the order of one-fifth back in And the sur- 
prising thing to me was that when you put that into a model where 
other characteristics are also included, such as income and whether 
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or not the person i.s emi)l()ved, and size of family, being a widow 
just disappears as being important for piedicting who has health 
insurance. „ . ,. ,. 

I think the primary characteristic that is useful for predicting 
whether or not someone has health insurance is their income If a 
person's Income is low, particularly if it's above the poverty level 
so that he or she isn't eligible for medicaid, such as in this widow 
case, then the likelihood that that person does not have health in- 
surance is very high. 

Senator Durenbkrger. John, do you have a statement or ques- 
tions? „. . , J 

Senator Heinz. I have questions, Mr. Chairman, rirst, 1 would 
like to commend you for holding this hearing. I almost wish you 
had held this hearing before I offered the amendment on health in- 
surance for the unemployed because I think the information that 
will be presented today will suggest that there is a much greater 
need and stronger case for Federal support than existed heretofore. 
At least I hope the chairman of the committee will be convinced of 

that. f u J 

Senator Dijuknhkk(1ER. I may be by the end of the day. 

Senator Hkinz. Maybe we can go to the floor and do something 
about it. Mr. Chairman, this clearly has been a great problem, par- 
ticularly on a regional basis. And one of the biggest problems is 
with the statistics because we tend to believe that they represent a 
fairly even, nice, gentle average, and that there is such a thing as 
an average area and an average person and an average family. But 
many of us who look at their own families know there is nothing 
average about them. , 11 

Let me ask you, Dr. Swortz, in your research did you look at 
what happens when there are concentrations of uninsured families, 
concentrations of uninsured children, concentrations of high unem- 
ployment? , , ... 

l)r. SwAUT/. We didn't look directly at where there are high con- 
centrations of unemployment. That was not the direction of the re- 
search. But I would argue fairly strongly that I believe this reces- 
sion did cause a lot of people when they lost their jobs to lose tfieir 
health insurance. That is auite different than the research that 
was given a lot of publicitv last summer. And I think that that re- 
search failed because there has been a structural shift in employ- 
ers' attitudes towards health insurance that has occurred since the 
nnd-l!)7()'s. And the recession was not part of 1977 when that data 
was collected. ... , 

Senator Hkinz. Well, you made two very good points in your tes- 
timonv. The first is that in the previous recession the 1977 reces- 
sion, that it was the secondary wage earners who often lost their 
jobs. The primary wage earner tended to have a more high paying 
job. and perhaps'belonged '.0 a unionized profession where bargain- 
ing i)ower resulted in extensive health insurance benefits was able 
to remain employed. . * ■ 

And the other point you made was the one you just reiterated 
regarding the sliii't in eniployers' co.st consciousness regarding 
health. And as I understand your stati.stics, the result is that we 
have lit million more uninsured people in 19S2 versus 1979, and 
roughly I million more children who were uninsured. 
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Dr. SwAHTZ. RiKht. 

^'"''^liJ- 7^'}^ " v^^y ^^'ff increase. It has been suggest- 
ed that we could deal with a substantial portion of that problem if 
we got employers to provide continued health insurance coverage, 
say tor several months. I gather you would have it a catastrophic 
package. And that the extension of coverage might take care of as 
much as 40 percent of the problem. 

But we have developed a pattern where people are staying out of 
work longer and longer because of the structural changes in our 
economy. The committee on Economic Development, a business 
group, recommended just a little while ago that we should reorient 
our unemployment compensation program to take bettedfccare of 
tho.se people who have lost their jobs, but have an unlik^oppor- 
tunity immediately available to be reemployed. That wasfRe first 
time 1 had heard a business group saying what we need longer 
term unemployment compensation benefits. If business is saying 
T j° ■ unemployment compensation, what 

should we do in the health care area, the health insurance area? 
bhould we have some kind of transitional program that particular- 
ly locases on those who are unemployed for longer than 2 or 3 
months, and what should it look like*? 

Dr. SwARTZ. That's a big question. 

Senator Heinz. It's the one that I want the Senate to answer af- 
firmatively. 

Dr SwARTZ. Well, I think the real problem comes down to, at 
lea.st in the current stage of debate about the deficit, is how much 
money do you want the Federal Government and State govern- 
ments to pay for health insurance for those people who dont have 
It. Now if vou offer health insurance for 3 to 6 months, or whatever 
number of months you want, for people who did lose their jobs or 
are going to lose their jobs in the future, along with offering unem- 
ployment benefits for a longer period of time, you are not giving 
them a direct incentive to go out and get a job, and change what- 
ever their skills are. So I have some difficulty with agreeing with 
that. 1 don t disagree with the argument that this recession hit a 
very different group of people than even the 1974-75 recession. 

ihis recession really hit people in vour home State, people who 
work in the durable goods and manufacturing sectors. And I think 
a lot has to be done in retooling them to get into other kinds of 
industries, and other types of jobs. 

What I am really arguing is that I think there is a lot that can 
be done through the private sector to get people to get at least 
some minimal form of health insurance, which is, I think, by and 
large^what most people need for those unexpectedly high bills, 
which otherwise the rest of us are left paying. 

1 don't think that they need something which is going to cost, in 
he form of a premium. $100 to $200 a month which people in the 
hiRher and middle incomes, of course, can afford if their employer 
pays most of it. I think that is unworkable. And things that I have 
.sfon where they have offered-for example. Blue Cross in Ohio of- 
tiTcd health in.surance to people who lost their jobs in Ohio They 
were- ()l('.rln^^ them premiums of $100 a month. No one who is un- 
employed c-an pay .$100 a month for that kind of health iniurance. 
And It H not what they need. 
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Senator Hkin/. I think in an average kind of world where aver- 
age people who are unemployed Honiehow have incomes of 200 per- 
cent of the poverty level, that works very well. That's not the 
actual distribution. And what do you do about the person who has 
been unemployed for 3 or 6 months and literally has had to break 
their child's piggybank in order to buy the groceries? Where do . 
they get the money to buy the catastrophic insurance? How do 
they handle the minor cost of a visit to a doctor's office? How do 
they handle the minor problem of spending $30 or $40 for some 
antibiotics? 

Dr. SwARTZ. That's a different question. 

Senator Heinz. Because what to you is minor, to them is a catas- 
trophe. 

Dr. SwARTZ. No. I'm arguing that if you are talking about cata- 
strophic health insurance, I think you could have it malf-keted for 
somewhere between $10 and $25 a month. And if you are talking 
about people who have lost their jobs,' along with the unemploy- 
ment insurance benefits, I would offer some kind of subsidy to 
them to buy this catastrophic health insurance because I think 
that peoplf ought to feel that they have Contributed something also 
to purchasing this health insurance. 

What I am arguing is that I think that if in the long riifr you 
want them to have incentives to go and either develgfp itfferent 
skills, or get another job, that if you give them a lot of^dshioning 
underneath, they are not going to feel the pinch to ^o^feet that job 
quite as rapidly. \ "^s. 

Senator Heinz. Well, that suggests to me a litttle Btt-^hat people 
enjoy being sick. They don't. J 

Dr. SwARTZ. No. I'm not arguing that. 

Senator Heinz. And there are plenty of other bills to pay without 
having to pay health insurance bills, which are for the average 
family today extraordinarily high especially if they have to pay 
them on an individual basis because they are nut part of a group. If 
you have ever tried to buy a policy for yourself, you should know 
that. 

Dr. SwARTZ. I have. , 
\ Senator Heinz. Then you know what I'm talking about. And it 
fieems, frankly, ludicrous to me for anyone to argue— that what you 
hoed in order to drive people back to work is to make them so poor 
ttiat they are going to go on welfare. Now that's the problem. The 
problem is if you want to get somebody to be a nonreentrant into 
the work force, all you need to do is get them to be poor enough so 
they do get into the welfare cycle. And it's not that much fun being 
on welfare. , . . , 

But if you are on it long enough, it becomes habit. And it will 
pay your health care bills. It will get you by. My experience with 
most of the people who have become unemployed, through no fault 
of their own, who in normal times would be reemployed when the 
recession was over, is that they want to work; they are seeking 
work; they are not looking to be a ward of the State, but they have 
serious problems. 

Dr. SwARTZ. Well, that's why I have argued that if vou gave the 
unemployed subsidies for buying catastrophic health insurance, 
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and when they are employed they pay all of the f^emium, you 
leave them in a hotter psychological state. 

Senator Heinz. Who pays the subsidy? \ 

Dr. SwARTZ. The Fede:^al Government or the State government. 

Senator Heinz. One last question, Mr. Chairman. \ 

In ail of these statistics here we focused, and I think appropriate- 
ly so, on the unemployed, their families, their children./What do 
we know about lack of health care coverage for older Americans 
aged 62 through 64? There are a lot of people who taW early re- 
tirement. Indeed, two-thirds of Americans at least up until very re- 
cently—it is probably a year or two out of date now— retired and 
claimed social security benefits prior to age 65. Medicare eligibility 
doesn't begin at that age until the first day of the jnonth in which 
you turn 65. Now we are about to change that on the Senate floor 
and make it the first day of the next month. 

What do we know about the people who retire at age 62 or 63 or 
before their 65th birthday? And what is their health insurance 
status? How do they make out? 

Df. SwARTZ. First of all I should say that that is not an area of 
m/own expertise. 

Senator Heinz. Well, then maybe I shouldn't ask. I don't want to 
aAk you to get into an area that you don't know. 
/ Dr. SwARTZ. I c^n just observe as you have that there are a lot of 
{people who are like that. 

Senator Heinz. Any observations you have, I would appreciate. 

Dr. SwARTZ. I think the first observation that I would make is 
that if you said to me, describe someone who does not have health 
insurance, I would give three types of people. One is a person like 
my b'lbysitter who earns an income that is near poor but cannot 
sen that it is worth her money to pay $120 a month for some form 
of family coverage. The second type is someone who is in their 
early twenties and dc9sn't have coverage through their parents' 
policies, and again doesn't see that there is a risk coming down the 
road that they might v/ant to have health insurance for. And the 
third major type is someone who takes early retirement anywhere 
between- ages 59 and 64, who for whatever reason says I'm quitting 
early and dof sn't think about the ramifications of that decision, 
and does not get to continue coverage through their former employ- 
er. 

Those are the three main bodies, if you want to think of them 
that way. or type of people wHb don't have health insurance. And 
they all have incomes in the near poor range. 

Senator Heinz. In your statement you didn't mention that last 
group. Is that because their problem is not particularly serious? 

Dr. SwARTZ. No, I didn*t mention them because you can predict 
whether or not someone has health insurance by and large on the 
of their income. And if their income is near poor, that's going 
to tell you that the likelihood that they have health insurance is 
below FA) percent. And then the next thing is, well you want to 
fhish them out a little bit. And I would give you those three exam- 
ple.s of a^e and family characteristics. 

Senator Hkinz. Mr. (>hairman, thank you very much. 

Senator DiiRKNBKRrrKR. Thank you very much. 

Dr. Swartz, thank you very much. We appreciate your testimony. 
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Our next witnesses are a panel consisting of Patricia Butler, staff 
director of the Colurudo Task Force on the Medically Indigent, 
Boulder, Colo., on behalf of the National Governors' Association; 
Alice Kitchen, project coordinator of the Kansas Women's Equity 
Action League in Shawnee Mission, Kans.; and the Honorable 
Harvey Sloane, the mayor of Louisville, Ky., on behalf of the U.S. 
Conference of Mayors. Harvey, welcome. It's a pleasure to have you 
here toda>. And it's a pleasure to have all of vou as witnesses. 

You all are here because you have a special expertise in a special 
part of the country. And you also have the foresight in your com- 
munities to bp participating in an effort that we art just starting to 
commence at the Federal level. So on behalf of the subcommittee 
and the full committee let me express my appreciation to your 
communities and the various individuals involved, the Governors 
and mayors, the county supervisors, and so forth, who committed 
themselves across the country, and particularly in your three 
areas, to doing something about the problem we have been aware 
of for a long time but have neglected much too long. 

\Ve will start with, the chairman's indication that all of your 
statements will be made a part of the record. You may read thefnr^ 
summarize them or whatever. 

We will start with Pat Butler. 

STAlilMKNT OK MS. PATRICIA BUTLER, STAFF DIRECTOR, COLO- 
UM)() TASK FORCE ON THE MEDICALLY INDIGENT, BOULDER, 
/OLO. ON BEHALF OF HON. RICHARD D. LAMM, GOVERNOR OF 
( THE STATE OF COLORADO, CHAIRMAN OF THE NATIONAL GOV- 
IjJRNORS' ASSOCIATION COMMITTEE ON HUMAN RESOURCES 

Ms. Butler. Thank you, Mr. Chairman. I will make a brief pres- 
entation out of my statement. 

I have also submitted to the staff copies of our three volume 
study. I hope that if you need more copies, we can make those 
available. 

During IDHH, I was privileged to direct a research project for a 
task force that was convened by the Piton Foundationan Denver to 
examine the issue of Colorado's medically indigent. We defined this 
population as persons who are unable to afford needed medical 
care because of poverty, lack of insurance or inadequate health in- 
surance. Obviously, this definition can include middle-class families 
with particularly high cost illnesses, especially if they are unin- 
sured. 

But our research focused on the poor because we know that as a 
group they have worse health and greater problems of access to 
health care. In 198:-!, we undertook about 12 different research ac- 
tivities, the largest being a statewide inperson sample survey of the 
poor and near poor in Colorado, And, we defined that population as 
all'those persons under 150 percent of the poverty line. 

We were trying to find out their health care needs, their health 
care use, their insurance status. This morning, I would like to 
shares with you the major findings of that particular part of our 

i^tudy. , . , 

We found that in Colorado over one-third of the poor are without 
insurance. By insurance, we mean both the public programs of 
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medicare and medicaid as well as private coverage. As you know, 
medicaid covers somewhat fewer than 50 percent of the people 
under the poverty line. We learned in Colorado that it only covers 
about 25 percer t of the population we surveyed, which is under 150 
percent of poverty. That's because of low welfare levels, arid also 
/ because of the categorical limitations that leave two parent fami- 
ies and individuals out of medicaid. 

We found that 40 percent of our uninsured poor population are 
children under 18. That's consistent with the findinffls that Ms. 
Schwartz shared with you a few minutes ago. To me, ttfe most sur- 
prising thing we learned was that almost half of the Aforking poor 
are uninsu|ed, considering that 85 to 90 percent of the working 
Americans x)f all income levels receive insurance through the work- 
place. I was quite struck by our finding that only 54 percent of our 
working poor population and about 40 percent of our poor popula- 
tion are insured. That seeras to me to raise some questions about 
access to insurance coverage, in addition to its affordability* 

We compared the poor with insurance to those without msurance 
because we were particularly concerned with the uninsured poor, 
and wanted to determine whether they have a problem of access to 
care in Colorado. And we learned that they do. 

In spite of the fact that the uninsured and the insured poor 
groups have similar health status, we found that the uninsured are 
only one-half as likely to have medical visits or hospital admissions 
as the insured poor. They are also less likely to have a usual source 
of care from which they can seek needed routine services. 

When we looked at the uninsured poor who are sick, we found 
that they are two-thirds as likely to see physicians when they need 
to as are the insured poor who are sick. 

Particularly at risk are pregnant women and children for whom 
health care is demonstrably cost effective. The recommendations 
that we have made to our State legislature, which I am not going 
to go into this morning but are described in this study I have sul> 
mitted to you, emphasize targeting pregnant women and children. 

We also surveyed physicians and hospitals in the State, and 
found that many physicians and hospitals in Colorado do provide 
free or below cost care to the poor, although the contributions vary 
widely geographically and according to specialtv. 

But we believe that with the changes in third party payment 
policies that have begun with medicare and we think are going to 
continue through private insurance and medicaid, t^at these pro- 
viders are going to be less able to render charity care in the future. 
We therefore think that the problem of access and payment for 
care for the poor and near poor is only going to become more 
severe. 

One area of research that I don't think we were unfortunately 
unable to examine very welU and it does need substantial further 
examination, is the adequacy of current coverage. When we asked 
whether people were insured or not, we were unable to find out 
just how comprehensive their coverage is. We do know that among 
the working people in the State with somewhat higher incomes, 
that insurance was fairly comprehensive at least last year. I think 
that there may be changes in employer policies regarding adequacy 
of coverage, as Ms. Swartz indicated in her testimony. 
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But. we really cKm't know about the adequacy of coverage for the 
poor. And I think t^ .t wo can su^rinise that at least some people 
who believe that they have health insurance actually have inad- 
equate protection, such as those hospital indemnity policies that 
pay $10 a day. As much as this area needs examination, we were 
unable to develop adequate information on this issue. 

There are two important points that the subcommittee shou d 
draw from the Colorado study. The first is that although I would 
i.ot suggest that Colorado is necessarily representative ot the 
Nation with respect to its distribution of the poor and uninsured 
our findings do confirm the national data that the poor are much 
more likely to be uninsured by either public or private programs, 
and that there is a considerable disparity in access to health care 
between the "nsured and the uninsured poor. And I m sure that 
those findings, since those have been drawn from national data, at 
the Federal level, would also be true in other btates. Colorado 
simply exemplifies the dimension of the problem. 

My second point is the importance of accurate data tor policy- 
makers. As far as I can tell, our State survey is unique. We think 
that it's a model of comprehensive and methodologically sound 
data collection. It was done very carefully. We feel quite confident 
in the statistics that we have developed i, 

Other States have not attempted this kind of data collection, 
partly because it's very expensive. The Piton Foundation was quite 
generous in supporting it. But I do know that other States are in- 
terested in this problem. I don't think that the national data that 
have been developed so far can provide a State-by-State picture be- 
cause the size of samples are inadequate to draw conclusions about 

individual States. r • «j 

Since I think the responsibility for health care for the uninsured 
poor is going to remain primarily a State and local responwibility in 
the future, I hope that this subcommittee could support national 
funding for data collection in at least a sample of half a dozen 
States throughout the country to flush out this picture in various 
other places, as we have been able to do in Colorado. 

S.nce beginning to work on this project last year, I have been 
contacted by at least eight different States that are now beginning 
to look at their programs for the uninsured poor. 
Senator Durenberger. That's because I told them about it. 

Ms. BuTLKR. Good. , , . , f I *U f ,. c. 

A number of them are interested in the kind of work that we 
have bern able to do. But they have been unable to attempt this 
particularly ambitious research approach. Obviously, the reason 
that they are interested is a combination of economic realities. Ihe 
decline in Federal health care funds, the recession, and continuing 
double digit medical care inflation makes health care less altord- 
able to consumers and makes it more difficult for governments and 
nrivate providers to render such care. , . u i • , 

' I'm very pleased that the subcommittee is interested in helpmg 
State and local governments wrestle with this complicated and 
thorny issue. And I will be happy to share our research, our policy 
deliberations and our recommendations with you. 

Senator Durfnbercjkr. Thank you very much. 
The prepared written statement of Ms. Butler tollows: j 
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1 appreciate the opportunity to speak at the Subcommit- 
tee's April 27 hearing on the scope of the medically indigent 
problem throughout the United States. Your Subcommittee's inter- 
est is timely f since over the last year, many states have begun 
to examine the w^ys in which health care for the uninsured poor 
is financed and delivered. I spent 1983 directing a study on 
this issue in Colorado for the Colorado Task Force on the Medi- 
cally Indigent, supported by the Piton Foundation in Denver • Our 
research provides a comprehensive picture of the uninsured poor 
in Colorado, their health care needs, providers of caire to therr, 
and the manner in which their care is currently financed. Thi 
information is the most complete currently available in any state 
on this •'hidden'* population. Other states' experience may v^^f- 
fer, but Colorado's data suggest the dimensions of the problem 
nationwide and should be helpful to federal as well as state 
policy makers. I have submitted the 3 volumes of our report for 
the subcommittee's information. My testimony briefly summarizes 
our findings about Colorado's medically indigent and compares 
Colorado's experience with national data. The report includes 
detailed recommendations to the Colorado state legislature for 
addressing the problems that the Task Force identified. We would 
be pleased to discuss those at the future subcommittee hearings 
on solutions to the needs of the uninsured poor. 



A. THE MEDICALLY INDIGENT PROBLEM 

The Colorado Task Force defined the term "medically 
indigent** as ''persons unable to afford needed health care 
because of poverty, lack of insurance, or inadequate insurance." 
This population includes middle income persons, who may be 
devastated by a catastrophic illness, such an the birth of a 
premature infant, especially if they are uninsured or if their 
insurance coverage is minimal. But our research focussed on the 
poor because we know that as a group, they have worse health and 
greater difficulty in obtaining access to needed health care.(l) 
Despite considerable improvement due to publicly funded programs. 
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accass and haalth itatus of tho poor throughout the United States 
continue to lag behind t^oie of higher income groups. Rates of 
Infant mortality, chronic conditions, and disability days are 
much higher for the poor, while their life expectancies are 
shorter. We examined most closely the uninsured poor, deemed to 
be at the greatest risk of medical Indigency. 

The medically Indigent are a problem for state and 
local government for several reasons. As your Subcomm ttee well 
knows, the Medicaid program does 

Because of Medicaid's categorical requirements and its welfare 
?eUted incone limits, it has been estimated to cover fewer than 
half the persons under the federal poverty line. State and loca 
governments have provided health care to these e<^°\.f^Jj^l\ 
between the cracks, but such programs vary tremendously around 
the country and have been strained in recent 

recession,'' which Increased the n""'b"%°^P°°^,,V*^^^^ ll fede?- 
governments' ability to raise revenue; 2) the ^^^^llnes in feder 
Illy funded poverty health care programs, often designed to serve 
this population; and 3) the continuing medical care inflation, 
^h ch makes health care increasingly unaffordab e to consumers 
while decreasing governments' and providers' ability to absorb 
costl of charity care. Public hospitals are especially squeezed 
by tight budgets and increased demand for service. 

State and local health care progrr.n for the uninsured 
Door raise several problems. Our research has shown that in most 
states ihes^ programs are a fragmented patchwork, their financing 
burdens are unev^-nly distributed among providers and among local 
governments, and care is often not provided in cost-effective 
settings or at appropriate, early times. Furthermore, since hos- 
pltlu\hat do provide charity care must fln-nc^/t primarily by 
raisinq charges to insurers and private patients, their genero 
st^rSlaces them at a competitive disadvantage with those hospi- 
tals rendering little or no uncompensated care. 

B. WHO ARE THE POOR AND UNINSURED? 

For purposes of our discussion, "insurance" includPh: 
both public coverage, such as Medicare and Medicaid, and private 
insurance proviLd by Blue Cross or commercial carriers. 
Nationall; about 10* to 12% of all Americans lacked health insur- 
ance in l'*77.(2) In 1082 about 20% of poor adults were uninsured 
rompar.d o 0% of higher income adults. (3) In Colorado, we 
surv..y-<l th. state's poor and near poo; at or below 150% of th, 
poverty line, which constitutes about 20% of the total state 
?o^ulation. we learned that in 1983 35% of the poor . lu ts and 
38% of all the poor were uninsured at the time of the 
interview. (4) 

ln<iur<uuf status changes over the course of a yt'ar . In 
f,/7 natlonaUy «% of the total population were always uninnnred, 
while ;.bouf v/mot- wnre insur.'d part of the year. That b, 1S% 
Trl n. s.irecl for least part of the year. Among Colorado's 
poor. 29% were uninsured during all of the previous; year, and lb% 
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moiio were lniur«d during part of that year, a total of 46% unin- 
sured part of the year. It is often suggested that the uninsured 
poor are a fluid group that conotantly changes and would be 
difficult to care for through, for i: 'tance, organized Providers. 
Yet these data show that there is a relatively stable and rou- 
tinely uninsured population* *" 

Insurance status is important because the uninsured 
poor use fewer health services than the insured poor and have the 
greatest problems in obtaining access to the h'ealth care delivery 
systenu, despite iTmllar health status. Colorado''! statewide 
health survey of the poor confirmed these general national find- 
ings. We learned that the uninsured poor are only about half as 
likely to have physician visits or hospital ddmissions as the 
insured poor, despite similar health status. The uninsured poor 
who have experienced one of a series of illnesses or disability 
conditions reported being less able to see physicians when they 
feel they need to do lo. And the uninsured poor are less likely 
to have a "usual source of health care" than the insured poor, (5) 

Examining the character. "'^ics of the uninsured poor 
revealed both predictable and unexpected results. Blacks and 
Hispanics are more likely than Whites to be uninsured. Persons 
in farm or blue collar jobs are more likely to be uninsured than 
those in service or white collar jobs. Because of Medicare, less 
than 2.^% of the elderly lack insurance (although it may not 
cover all their needs). But over 40% of the uninsured are chil- 
dren under 18 and another 14% are persons aged 19 to 24. A most 
surprising finding was the extent to which the working poor are 
not insured. (6) About 40% of the poor are employed, but only S4% 
of them are insurea. Thus, while 85% tj 90% of working Americans 
receive their insurance through their workplaces , (7) only about 
half of Colorado's working poor do so. This may not represent 
overall national experience among the poor, since Colorado has 
relatively more small and non-union employers than many other 
states . 

We were unable to learn much about the adequacy of the 
private insurance that the poor carry. We know that it is not 
always sufficient to protect them against costly illness. While 
a mediocre insurance policy may provide access to the health 
system, it will leave the subscriber with out-of-pocket costs 
that they cannot afford, which become bad debt for providers. 

About 86% of persons above 150% of poverty in the state 
are insured . We looked briefly at the adequacy of insurance among 
the state's working population covered by large insurance 
carriers. Tested against a standard of adequate benefits and out- 
of-pocket, cost sharing, we determined that 80% of the carriers 
that insure over t/3 of the state's residents protect them 
aqalnst catastrophic medical bills. (8) But some state residents 
do experience such high cost illness: 1981 state income tax 
records revealed that about 2% of all taxpaying households had 
medical bills exceeding 2bl of their incomes; moderate and lower 
inr;ome taxpaying families reported more such catastrophic medical 
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costs than v&ry Kiqh or v«ry low Income families. (9) 
C. PROVIDSRS OF CARE TO THE UNINSURED POOR 

A survey of just under 3000 office-based physicians in 
the state showed that about 3/4 of them reported providing some 
fr^e or discounted care to patients in 1982 <^'<=1"^^"?,^»^,^^^^^: 
courtesy cure, or contractual allowances). This result coincides 
with our survey finding that over 60% of the state's poor 
routinely se.ks its care from physicians' offices. Over half of 
the responding physicians reported seeing between . and 5 Percent 
of their patients for no charge. Forty percent reported seeing 
an additional 1 to 5 percent at a reduced rate. IIU) 

Charity care among the state's 82 acute general 
hospitals varied widely. About 1/3 of them have Hill-Burton 
obligations, most of which expire over the <:o<^i^<3 ^ r V< l» 
hospitals participate in th..> state's "Medical y Indigent- 
program which partially pays for the poor. 3' hospitals, 
IncludT^g some of the Hill-Burton and Medically Indigent Program 
p?oviderl, participate in a state-funded program paying for low 
risk deliveries for poor women in community, non-Denver 
hospitals . 

We determined chat overall the state's hospitals have 
be^n doing reasonably well financially in recent years^ But many 
rural holpitals are small, subject to wide variations in 
occupancy and debt collection, and not financial ly secure. 
DeducUons for bad debt plus charity care averaged 6.6% of gross 
pit lent revenues for Colorado hospitals in 1982. The greatest 
proportion of this charity care was provided by the state s two 
llrqe public institutions, Denver General and University o 
Colorado Hospital. Kxcluding them, our analyses showed that 
smau! rural hospitals had greater charity care and bad debt 
burdens than their larger urban counterparts. UD 

D. FINANCING AND DELIVERY OF CARE TO THE UNINSURED POOR 

It is very difficult to categorize the numerous 
approachcj that state and local governments use in financing 
their programs of care to the medically indigent. Many, such as 
NebJLkl Ind Washington, provide eligibility for medical care 
tnrouqh their General Assistance welfare programs. Others, such 
as counties in California and Texas, operate public hospitals or 
clinics Others offer categorical prrqrams for certain diseases 
ot conditions! such as maternity care (Connecticut, , den ures 
(Maine), or emergency services (Pennsylvania . Maine, Alaska, 
and Rhide Island ha^e catastrophic health nsurance Programs. 

Other states support the charity care °f l^^^P^^^i^and "asSu- 
a hospital rate- or revenue-setting system (Maryland, Massacnu 
i!..Ms! New Jersey, N.-w York) or through direct subsidies 
(Colorado) . 

I wi 11 brii-fly describe Colorado's program. For ten 
V,.,„s the Met- tuis horu appropriating a modest sum (currently 
aLou? 535 million) ar. partial support for hospital charity care. 
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2b hus[)itfllH p^jr t Ir Ipat e in 1984 . But 90% of the funds are 
deslqnatfj hy Htatutp to the two large public hospitals located 
in Denver, so very little monny is available for the outlying 
hospitals, which in 1983 received 30% of their costs of caring 
for this population. Costs not paid by the state are shifted to 
other payers. In 1983 the program served about 75,000 people, 
primarily children and women of childbearing age. Notable prob- 
lem- with te state's Medically Indigent Program are; its orienta- 
tion toward hospital care (2 clinics participate, but physicians 
cannot do so) , its emphasis on emergency and acute care rather 
than preventive care, its low reimbursement rate, and its dispro- 
portionate funding to the two Denver public hospitals. 

E, CONCLUSION 

In general, the Task Force found that the uninsured 
poor, especially those in poor health, have less access to health 
care than the insured poor or their higher income counterparts. 
Furthermore, changes in public and private reimbursement for 
health care is diminishing the capacity of providers to render 
free or discounted care to the medically indigent. Public 
hospitals are particularly hard hit by budget limits and 
increased demand for services. 

Hea 1 th care financing in the United States is in 
transition, and its changes will profoundly affect availability 
of health care for the poor. Because health care costs continue 
to rise faster than general inflation all levels of government 
are attempting to reduce their health care costs. D.R.G.^s, for 
instance, will limit revenues to some hospitals previously avail- 
able for charity care and may become the reimbursement model for 
insurers and Medicaid programs, further limiting the possibility 
to shift costs of uncompensated care to other payers. 

Concern over the costs of new sophisticated life-saving 
and life-prolonging technology will raise the issue of rationing 
health care and will certainly have an impact on the poor. While 
the Task Force could not predict the future, it acknowledged the 
importance of continuing to examine the problem of medical indi- 
qency during the coming, volatile years. 

Most state and local governments are reluctant to raise 
taxes to support health care for the indigent. The Colorado 
legislature has renisted the Task Force's recommendations to 
Increase state npending on these programs, saying that health 
care costs are out of control and that the state should not spend 
more dollars on an inefficient, voracious system. State and 
local governments must decide who is respons-^ble to finance and 
deliver care to the poor in the most cost effective manner. There 
will be an ongoing need to balance often competing interests of 
thp hf-alth care needs of the poor, burdens on health care 
providers, limited public dollars, and the value that society 
plares on a hualthy, productive population. 



5 



32 



29 



FOOTNOTES 

1. Prebident's Commission for the Study of Kthical Problems in 
Medicine dnd Biomedical and Behavioral Kesearcn, Securing A ccess 
to Healt h Care , Vol. 1 at 59-79 (1983); Robert Wood Johnson 
F7)UnU«fion, Updatetl Report on Access to Health Care for tjie 
Ampricc^n Pnopb' ( l98:i) ; B. Starfield, "Family Income, 111 Health, 
riTa^MTTfiCdTCdre of U.S. Children," 4 J. Public Health Policy 224 
(rJH3); Davis, K. and Rowland, D. , 'Uninsured and Underserved: 
Inefjuities in Health Care in the U . S /' 61 Mxlbank Mj, Fund 149 
(1983). 

2. G. Wilensky, D. Walden, and J. Kasper, The Uninsured and their 
IJot' of Health Services (National Center For Health Services 
?rrvieiirch, August 1981) . 

3. Robert Wood Johnson Foundation, Updated Report , supra note 1. 

4. Cuh^rado T^Mik Forco on the Medically Indigent, Colorad o,^ Sick 
and Uninsured; We CcUi Do B etter Volunies 1 and 2. 

5. Ibid, 
b. Ibid. 

7. A. Monheit, M. Hagan, M. Berlc, and G. Wilenslcy, Unemployment , 
He alth Insurance, and Medical Care Utilization (National Center 
Tor Health Services Research, November 1983) . 

R. "Survey uf Insurance Coverage" in Colorado Task Force on the 
Medically Indigent, Colorado ' s - Sick and Uninsured; Background 
R esource Papers Vo 1 . 3 p. 117. 

9. "Catastrophic Illness in Colorado", Ibid, p- 109. 

10. "Colorado Physician Survey", Ibid., p. 145. 

11. "Financial Status of Colorado Hospitals; An Analvsis of 
Operating Margins and Free Care/Bad Debt Burdens", Ibid, i 37. 



ERIC 



33 



30 



Senator DuHKNiiKiUJKK. Before we go to the next witness I want 
to make an ol)H(»rvation in case anybody is listening outside of this 
room. It may or may not be unique in Colorado, but at least you 
have a Governor who cares. That's my personal observation. You 
have bipartisan legislative leadership that cares about the issue. 
You have an employer and a philanthropic community that is con- 
cerned about the issue and willing to invest time, staff expertise 
and money into doing something about it. And, obviously, you have 
a population that is concerned. 

Now I would assu.ne we ought to be able to say that about every 
one of the 50 Ste^tes, that every Governor cares, and, hopefully, 
every legislator does. And we keep reforming the foundation tax 
advantages so there ought to be plenty of foundation money 
around. And I hope that more of the States are coming to see what 
you are doing because I think you have gotten a good start on the 
project. It is not impossible. It doesn't have to be unique to Colora- 
do. Anybody can do it if they care enough. Would you agree with 
that? 

Ms. Butler. Absolutely. I mast say however, that so far we have 
been unsuccessful in getting the legislature to adopt any of the rec- 
ommendations that the ta;?k force has come up with. But we also 
haven't given up on that yet. 

Senator Durenberger. Are they still participating in the task 
force? 

Ms. Butler. Well, the task force technically terminated existence 
when the report was published in February. Those particular legis- 
lators were not as interested as I think other members of the legis- 
lature are. 

Senator Durenberger. Tm glad you elaborated on that. 
Alice Kitchen from Shawnee Mission, Kans. Thank you for being 
here. 

STATKMKNT OF MS. AI.ICE KITCHEN, PROJECT COORDINATOR, 
KANSAS WOMEN'S EQUITY ACTION LEAGUE, SHAWNEE MIS- 
SION, KANS. 

Ms. Kitchen. Thank you for inviting me to appear before the 
committee today. I am the project coordinator for the Kansas 
Women's Equity Action League. Our project is an outgrowth of 2 
years of our work with women and our legislature to improve the 
circumstances for mid-life women who are without medical insur- 
ance. And Tm pleased to tell you that on April G the Governoj^d 
sign into law a bill that mandates continuation of benefits for 6 
months for a former dependent, and their children. 

Our efforts have been combined closely with the National Older 
Women's League, the National Women's Equity Action League, 
and the Kansas Department on Aging. 

My purpose here today is to share with you some data that we 
have and some perspectives that we have concluded about these 
problems. Essentially, we are talking about two things—access and 
affordability. 

Our target group you know. And they are mid-life women be- 
tween 4.") and fif) years of age. And we look primarily at those that 
were fc»rnier dependents. 
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Th»' chiinu-lcristic's of our |)articular group that we studied were 
that th<7 were tiot in the work force, or if they did work part time, 
they were in low paying job.s that offered no health benefits. 

They were primarily women who were dependent on their 
worker spouse for access to medical coverage. And many of them 
were widows who may have not known about their conversion 
rights or if they knew about them, they did not exercise them in 
time or know about them within the lU-day limitation to seek and 
find comparable coverage at an affordable rate. 

The most significantly hurt group is that of divorced women. 
And as their numbers are increasing so are their problems. And 
they have great difficulty in getting medical insurance since the 
court.-^ do not have jurisdiction over the settlement regarding 
health care. That is often left out and not provided for. 

Essentially our approach has been to look at the data and related 
indicators and to ask Kansas women to write to us about their per- 
sonal experiences. To give you a picture of the group, we have in- 
cluded several graphs that you have for your review. And next I 
have indicated in the testimony the scope of the problems from the 
total population and the percent of those that are uninsured based 
on data so you know that it is understated. 

From there we narrowed the information and reviewed the data, 
and we found something that I think is very startling and signifi- 
cant for you. We found that one in five women in Kansas aged 45 
to ().") is faced with the problem of no medical insurance. And then I 
have broken that down for how that relates to the total population 
tn the raw numbers, and then compared California, and given you 
the national percent and raw numbers about medical insurance. 

In addition to the data, we asked the women about their circum- 
stances and they told us some things. And the common thread that 
we found in their stories to us in their letters were that most of 
them were under $10,000 in their annual income; they were gener- 
ally between ;');") and Hf) years or age; and although they had experi- 
enced a change in marital status, it wasn't recent. They were still 
experiencing the consequences of that change. And were having 
difficulty in getting coverage or had no coverage at all. 

Next we found that the main problem they experienced was cost. 
I know that's not surprising. . . , 

The next problem in the ranking was the reduction ot benefits. 
And then after that, we found that timely notification was an area 
of considerable trouble and concern for them. 

And although we didn't ask them to tell us, many of them did 
indicate that they currently had no medical insurance coverage. 
Again we looked at the date and we looked for long-term implica- 
tions We took the group and we did a forecast of the population as 
it would go into the year 2010. And you will note that in the year 
11)!)0 there will be a decrease in this population group, And then by 
the year and 2010, there will be an alarmingly large number 
of peoj)le in this categc^y who could experience this problem. 

With all this said, we li.sted the problems and some of the rea- 
sons behind the problems. We identified cost, access, preexisting 
nniditious. a^'e ratings, age differential, part-time employmejit, in- 
surer, bankruptcy, employer termination of group plan, medicare, 
and self insuring as those areas that do cause the difficulties that 
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this group oxperiencea. I won't go into great detail, but I think that 
the cost— I hnv(» cxphiined how different States have some provi- 
sions to handle this. They are conversion and continuation. And 
given that not all States have those benefits, you can see that there 
is no basic standard that you can expect across the country that 
will take care of this problem. ^ 

Access— former dependents may not find out about their conver- 
sion rights. Some of them told us they were confused and were 
apologetic because they didn't know. And if you have ever read an 
insurance policy, you would understand that it is hard for the aver- • 
age member to understand what they are really saying. 

Notification doesn't always happen either, even though it was 
mandated in previous legislation. It does not always happen. And if 
it doesn't happen in a timely manner, you only have 31 days, it's 
very difficult to expect that they could get it. 

So this leaves the dependent without adequate time during a 
very stressful period to make complicated decisions. We are talking 
about people experiencing divorce, death, retirement of a spouse, 
disablement of a spouse. Those are the kind of things that we are 
expecting people to make good decisions and go out and find insur- 
ance. And I think you can appreciate the difficulty there. 

The next item is preexisting conditions. And the difficulty there 
is, the insurers feel that this particular group, when they changed 
their status with the group, all of a sudden become a high risk 
group. Now mind you, these people have been a part of the group 
for a long time, but all of a sudden because of their change in mari- 
tal status, they become high risk. And this phenomenon is called in 
the insurance industry adverse selection. However, I suggest to you 
that the insurance companies own actuarial tables do not support 
this. And I have included an actuarial table that I have circled 
mid-life women's rates, and you take the same information and go 
across the chart, and you will see that mid-lii'e men rates are 
higher. 

Next is age rating. Most insurance companies in Kansas except 
Blue Cross/Blue Shield age rate. This practice causes the older citi- 
zens to pay higher premiums— medicare supplement— at a point in 
their life when their income is shrinking. 

Another one— age differential, which is not something we can do 
a lot about. That refers to the practice of men marrying women 
younger than themselves. And that could result in no medical cov- 
erage for the spouse when the worker spouse retires and becomes 
eligible for medicare. And this doesn't even deal with the problem 
that was referred to earlier of the worker who retires early. 

Part-time employment. I think that is self-evident that depend- 
ents as well as smgle workers in part-time, low-paying jobs usually 
do not have access to health care. 

Insurer bankruptcy and employer termination of group plans. A 
number of people told us that this is why they had no coverage. 
They felt helpless. They felt that they were caught in circum- 
stances they could do little about. 

Next is medicare age. This is currently not a problem. However, 
if the recommendation of the Social^^curity Advisory Council is 
implemented, and the age is raised ffWi (jf) to H8, we could see a 
further widening of the gap of those wWlfout medical insurance. So 
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I would suKgest thiU that would be something that you would want 
to look very carefully at. 

Next and perhaps the most significant area is self-insuring. The 
Employee Retirement Income Security Act [ERISAl of 1974 has in 
its legislation a title that covers employee fringe and health bene- 
fits. And this section spells out administrative procedures for fiscal 
matters, reporting and disclosure practices for self-insured. And be- 
cause the self-insured medical plans, those that fall under the juris- 
diction of ERISA, have minimal standards, and manv employers 
are now choosing for that reason to self-insure, and then they, 
therefore, escape the scrutiny of State insurance commissioners. 

Other reasons that companies do this is that they avoid the State 
premium tax, and regulations. 

Under this regulatory vacuum of ERISA, companies can write 
plans that do not cover certain medical conditions. And, thereby, 
exclude coverage that has been deemed necessary and humane by 
many State insurance commissioners. 

Recommendations. From all of those, barriers that effect health 
care, there are several that I think are within your jurisdiction. 
Many, although, are not. One of the obstacles that was inadvertent- 
ly created with the inclusion of the title on health care plans in the 
ERISA legislation is the one that I think may fit very appropriate- 
ly in your jurisdiction. 

This giant loophole in the regulation of health insurance plans 
made it more attractive, as I said, for the companies, and it became 
less expensive for them to self-insure. 

This erosion to ERISA also served to allow companies to covertly 
avoid State premium taxes and regulations. According to a Califor- 
nia pension (Jonsultant to the California assembly, he estates that 
50 percent of health plans today are not under the State regula- 
tions. 

This suggests that you may want to reexamine this section of 
ERISA, and you may want to strengthen or add standards, regula- 
tions, to this legislation, which will return insurers to a measure of 
health care protection that was previously achieved by the State 
and at the State level. 

You could, for example, amend ERISA to end the preemption for 
self-insured or another way you could do it is you could add to the 
health coverage section of the ERISA standards and regulations, to 
upgrade the level of protection. This would require probablv addi- 
tional staff for the Department of Labor so that they could ade- 
quately monitor and regulate that mandate. 

My second recommendation is to study carefully the conse- 
quences of change in the medicare age change up to 08. And it is 
conceivable that making that change would cause more harm done 
toiindividuals than it would solve the problems. 

conclusion, women in mid-life years have significant problems, 
as I have listed in my testimony. These problems are basically 
access to affordable coverage. These barriers have been further 
complicated by the ERISA legislation and could be in the future 
compounded by the change in the medicare age. 

Mid-life vomen, I suggest, are particularly vulnerable for reasons 
related to their role as wives, mothers, and homemakers. For this 
group to be excluded from health coverage is unconscionable. In 
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our medical wononiy, according to Fran Lenoard of the Older 
Women 8 League, no health care coverage means no medical care. 

We of the Kansas WEAL project are grateful for your interest 
and for your exploration of these problems. Your consideration and 
scrutiny of the barriers will make it possible to develop good, sound 
social policy in this area. 

Senator Durenberger. Thank you veiy much. 

[The prepared written statement of Ms. Butler follows:] 
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STATEMENT OF THE KAN'SAS 
WOMEN'S EQl'lTY ACTION LEAGl'E ^, • 

Before the Senate Finance Sub-Cornnlttee on Health 

Washington^ D. C, 
April 27, 198A 



St-n I'-'T 'HjrenberRer and CortTittec Mer^hers : 

Th.ink ynu for invitinR me to appear before your Committee today, -My name 
Mice Kitchen, volunteer Project Coordinator tor the Kansas Wcr.enS Equity 
Affi'-n Lfa^ui*. Our project is an outcrovth of two vears of work by Kansas 
V ( ;i n> iiT^prove the v.- ircuas tances for r:/id-lifc women who are without medical 
ir.^'.r <ncf . Our Stt»erlnfi Ccrmittee is ndde up of women in ten cities from 
^. r KAnsa«i. Our efforts have been corr.blned closely with those of the 

i >'lder Vorit^n's Tea?iie, the NaMcnai Women's Equity Actir- league, 

f c K.insas [jc.i.irfnHnt on A^lnif, and nanv of our Kansa*; ate legislators. 
•V P>;rp se hert- '. dnv 1'^ to pr'^'.i^t' • '*'lth sor^e data and perspective 
t:u ir^bl r.s. In biU't, - 'St of th*' proMrms concerning coverage relate 
t-- tv'^ a r ('.»". : 

• )acV of access 

• I p. : r a f f o r d ah 1 c '.'i- r a ^ f 

r ir^'t o'AT ^-if.rt'. is mid- life Vv:xL'n, between ^5 an J 65 years "1th- 
r^-;t -^ivM'.ai f.)v(. ra^e. • 
Ch.ir 1,: ter is c ics of thlr, fc^roup of wo"-en ar^; 

• {]\v- ,irk> p:f'nfraUv not in the wcfk f 0*^0 6, of they work part tine In 
l.'W pa' Ir.^ )obs that offer nc; hpalth benefits. ^ 

• rhev art' voir.iii w!»o depend on their worker spouse for access to 

r.vd i ..al covfra^* . 

• if (hcv ari» widows, thtv mav not have know^ about I heir conversion 
rlk:!it^, i^r if tl,ov knew, did not have time (31 days) to secure Indl- 
vi.dM,»] covrra^<' at a ror.parable rate. 

• \*. 'Lev ,ire divortod, and th" rrirbfr Is increasing, thrv nuiy not ha%*e 
^- rrr» ivrd ^^Hll^al Insurance as a part of the divorce set 1 1 ement . (See 

at tat h.7.ent A) 
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Our approndi to rtdN iuuxiv hn» l)9en to; 

• look at the data and related IndlcatorB, and 

• ask wonen to write to us about their experience. 



To give you a picture of the group we are talking about, we have in- 
cluded several graphs that Illustrate our points. (See attachraenti A & B) 



First, let roe give the overview of the total population, According 



to the 1981 survey completed by the Plan^^ing & Evaluation Division pf Kealth 

i Human Services, the breakdown is, as follows: 

♦ 

have no medical insurance 
62. 3X have group coverage 

10. 8T. have Individual policies ^-'^ 
6. have Medica Id 
l^.OZ ]iav«* Medicare or public health services 

Then» narrovirg this information and reviewing the data from several 
directions we have been able to estimate the number of women in the mld-llfe 
vearH have no medical insurance. We fou nd that one In five women In 
KdusMx bctwi-en ^j*} and 65 is faced with the problem of no me dical i nsurance . 
This Kroup represents 19.^". (15A,293) of the total population of women in 
Kansa?.. Based on the same formula, \9.2% (500,000) vomen in California fall 
in tills (.ut>t»r'. Nationally, in all age groups, 21.5 million people are 
without nt'dical Insurance. 

Ill addition t'c the d-ita, wt' asked women In thpsc- clrcunstanct'S acros.s 
Ka:v wrltp ani! tell vi« tht'ir experiences. We foiind some common threads. 

M^vst ot t hi* women : 

• had le^:-, than 10,000 annual income. 

• wftt' between b^) and 65, and although their change in marital status 
was not rerent, tnev were still experiencing the conFequences of no 
cnvrra^:*- or inadtuiuatP coverage. 

• found C(>?;t to hv thv main deterrent. Thif; was followed by reduction 
In hi-nt'tlts and l.ick of timely notification. 

• Indicated that Lliey currently are vjihout coverage. 
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Agiin we looked at the dete to determine If thla proble« had long 
term future ImpllcaMone. (See attachment B.) The Inforwatlon telle us 
that thle ald-Ufe group will level off and decreaae in 1990. Then, how- 
ever « we eee a aignif leant Increaae in the year 2000, followed by an* 
alarming junp going into 2010. 

Having Identified the target group, their character let ica, and the 
■cope of the probleo, 'I would like to conanent on the obstacles that pre- 
vent thli group from acquiring or maintaining coverage. The barriers we 
have idenitified are; 

1. COST. Plana available to former dependents and their children 

generally are ouch more expensive than their previous group 
coverage. In continuation rates the dependent pays the group 
rare (both the employer and the employee portion), ana' In 
conversion rates* the premium is usually double the group 
rate. (See attachment B.) Individual rates may be lens 
expensive but are often difficult to acquire, do not pro- 
vld<f comparable coverage, and may exclude various medical 
conditions. Only continuation rates provide the same scope 
of coverage. Usually the other plans have high deductible, 
high costs, and minimal benefits. 
ACCES S. Former dependents may or may not find out about their con- 
ver«iuu rights. If the state has a continuation or u con- 
version privilege, there is a time limit. Notification of 
the former dependentc does not always happen or happen in 
a timely manner. This leaves the dependent without adequate 
tlroo during a very stressful period to make complicated 
decisions. 

j. PRE-EX t ST IN G CONDITION . Trying to secure health cov< rage with a 

pie-exlat<ilng condition is like sending a youngster to school 
with chicken pox— they don*t want the child in the group. 
Insurers argue that this adds an additional risk to an already 
high risk ci'ouP' This phenomenon is called "a^dverse selection." 
However, I suggest to you that the insurance companies' own 
actuarial tables do not support this concept. (See attachment B.) 
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4. AGE RATING . Molt Insurance coitop«nl«i except Blue Croge/Blue Shield 

lo Kansas age rate. Thla practice cauaee older citizens to pay 
higher premiums at a point In their Uvea when their income le 
8 hr Inking. f 

5* AGF DIFFERENTIAL . The practice of men marrying women younger than 

theffiflelves con result In no m>»dical coverage for Che spouse when 
the worker spouse retires and becomns eligible for Medicare. 

6. PART TI ME K MPtO^'MENT . Dependents as well as single workers employed in o 

part time low paying Jobs usually have no access to health 
benefits. k 

7. INSU RER BAN KR ITTCY OR EMPLOYER TERMINATION OF GROUP PUN . This problem 

affects all fonnerly Insured members In a critical way. There is 
little recourse for those members; however, according to the Kansas 
Insurance Commission office, companies under the Jurisdiction of 
Chapter 11 may eventually pay off the claims they owe. 

8* MRDICA RK AGE . This is not currently a problem. However. If the 

recommendation of the Social Security Advisory Council Is imple- 
mented and the age is raised from 65 to 68, we will see a further 
widening of the gap for those without medical Insurance. 

9. sr.lF INSl'RING. The Employee Retirement Income Security Act, ERISA, has 
in Its legirilation a title that covers employee fringe and health 
benefits. This section spoils out sdminlstrat ive procedures for 
flRcal matters, reporting and disclosure practices for , self-Insured 
pl.ins. Because these self-insured medical plans that fall under 
the jurisdiction of the ERISA law hove minimal stand.irds, many em- 
plovers are nov choosing to self-Insure, thereby escaping the 
Hcrutiny of the State Insurance Commis'&ioner. Other reasons com- 
panies Delf-lniture are to avoid state premiun tax and regulations. 
Piider the regulatory vacuum of ERISA, companies can write plans 
that do not cover certain medical conditions, thereby excluding 
c overage that has been deemed necessary and humane by ntany state 
insurance coronilssions. 



4 



42 



89 



RECO»1MENDATIONS: 

Many of the barriers to hcdlih care that T have mentioned fall under state 
regulation*. The causes of some of these obstacles are, however, within your 
Jurisdlcfion. One of these obstacles was Inadvertently created with the in- 
clusion of the Title on health care plans in the ERISA legislation. This giant 
UHi(MoNt In tt;e reKnl.itlcjti of hualih in^urdncc- plans made it more attractive 
and les* expensive ftr companies to stli-lnsure. This eronlon to ERISA also 
servifd to allow cor.panle«; to covertly avoid state preroiuiw and regulations. 
The Pension Plan Consultant to the California Assembly estimates thai 50^ of 
the health plans today are not under state regulation. This suRgests that you 
mav want to reexamine this section in the ERISA legislation. Strengthening 
or adding: ntandarc's and regulations to this legislation will return insurers to 
a moa«iurc < Ke.ilth cart* pror.ctI(m that was prevlouslv achieved flt the state 
levt 1. 

M\ second recnwndatiun is to study carefully the consequences of chang- 
iuVs the Medicare aRc to 68, It Is conceivable that the proposed gains 
wii; U' <.<twM»^^*■d the liarn. done to Individuals by wIdenlnB the gap till the 
t l^i iftf art Mt>'iirrtrp-i*l In Ihl f. 

In .Mrulusl ' , wo:M.n in their oid-life years have significant problems 
ri-l.t.-J U' h» .'.r'>» In-. I >nce. Thesf problems are bas Ual Iv. .. access to afford- 
aMv .. wi.wt. ::.<■ »■ barriiT' Kavr Leen further (omplirated by the ERISA 
It-.M^S-iti ann ^ . ul 1 c.^^r ^tded ^^ thanKlnv the .Medicare age. Mid- 
lit w -i:- art i-arruularlv vulnerable for rr.'.s-ns related to their roles as 
vi'.'f^, n:.th«r-^. ami hor.enaV.ers . Ft»r this prt.up to be excluded fron health 
vercu'f U u:>. .>:,s> i.MwbV . "In* our nediral economy", according to frfl^ 
.nard of thf Ohirr Wr -n's League, "no health roveraRe means nc medical 
tart-." 

W- V* 11. t K.r.-iK w-ri pr-h-' t '^re v;rnteful for vrur interest and explora- 
tj'ti 't th< ' t jr^MtT^. V »ur consi^lcrat ion and «crutinv of the barrltr.M will 
^a^ pi.-^siMt lUi J.'vrh.'pr.rnt o( jio-d social policy in this area. 
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AnilriU by Dr. tlilnt Titbaa, t.T.C. loititutt, OUtbt, Kioaai, April, 19B4. 



NO HEALTH INSURANCE 
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STATKMKNT OK HON. HARVEY SLOANE. M.D.. MAYOR OF LOUIS- 
VILLE, KY., ON UEHALF OF THE U.S. CONFERENCE OF MAYORS, 
WASHINGTON, D.C. 

Senator Durenberger Dr. Sloane, welcome. It's a pleasure to 
have you here. 

Dr. Sloane. Thank you, Mr. Chairman. On behalf of the Confar- 
*^"^*l°fj^^^°''^ ^® certainly appreciate that you 

are holding these hearings. We know of your interest in delivering 
health care to everybody, particularly the medically indigent. 

As you know, I'm in my second term as mayor of Louisville. I'm 
also a physician. I've set up public health clinics in eastern Ken- 
tucky and also in Louisville so I'm personally and professionally 
very much concerned about health care delivery to our economical- 
ly disadvantaged. 

Mayors are in a unique position of representing health interests 
of consumers, providers, and employers. The health interest of one 
group of consumers, the economically disadvantaged, are particu- 
larly compelling. Who are these people? 

We believe they are the uninsured and the underinsured, as the 
previous speakers have mentioned. According to a study on the 
subject by the Robert Wood Johnson Foundation, it's rhade up of 21 
million adults and 7 million children. Included are people who are 
on medicaid, for whom coverage is incomplete the elderly women 
and children and the disabled; the working poor who may not qual- 
ify for medicaid but cannot afford private insurance and self-pay- 
ment for care; and a new category that you have talked about, and 
those who have recently lost their jobs and health benefits at- 
tached to those jobs—the new poor. 

Let me just discuss new poor a moment. In cities across the coun- 
try, we are seeing people who are losing their jobs, exhausting 
their unemployment benefits, and losing their homes. These people 
are coming to health and human service agencies for the first time. 
And it, s difficult for many people to do so. 

Human service agencies in Evanston, 111., reported to the Confer- 
ence of Mayors that they have been presented with serious prob- 
lems of psychological distress, alcoholism, and even violent behav- 
ior among those unable to cope with having to seek help from local 
agencies. 

_Many many have no home, and haven't had a home for a long 
while. These are the homeless, people referred to as bums, bag 
ladies, derelicts. In Louisville street people have increased fourfold 
m the last 3 years. I've been visiting missions and shelters over the 
la.st months and have gotten this information personally. 

Some of the long-term homeless are deinstitutionalized people. In 
there were approximately 560,000 mentally ill persons in 
public psychiatric hospitals in this country. Today, because of Fed- 
eral and State action, and court decision, the patient population 
has shrunk to about 12r),000. We estimate that there are currently 
over I million chronically mental ill people living in communities, 
many of whom are homeless requiring a variety of health and 
social services. 
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All of the people we have been speaking about— the uninsured 
and the underinsurod— come to us, to the cities, for health care 
that, in some measure, they cannot afford. 

Though we may not be able to afford to provide it, we must and 
we do. 

A community in your home State, Senator, Bloomington, a small 
community with an annual budget of $1 million, in 1980 gave a full 
10 percent of their total budget, $100,000 of local tax money Jto pro- 
vide health services to low-income people. r u uu 

Although there is a compelling need for more fundmg for health 
services, this must be coupled with some system design changes of 
the present method of health delivery. And in Louisville and Owner 
cities, let me share some of the things that are going on. 

As you know, in Louisville we have had a very significant agree- 
ment between a private hospital corporation, Humana, with the 
university hospital to operate the hospital, which has been histori- 
cally providing indigent care to Louisville. As part of th^ unique 
agreement between the city, county, and State governments and 
the University of Louisville, the Humana Corp. is now providing 
unlimited health care to indigents at the Humana Hospital Univer- 
sity, which is also the university teaching hospital. 

In the first year of the agreement, the private corporation ex- 
tended care valued at $6 million beyond contributions of the three 
governments. They expect to see that reduced in the future by al- 
ternate delivery systems of outpatient care. 

Through this involvement of the private sector in indigent care, 
a greater level of health care has been brought to the poor vyho 
need it most. This has been very timely since the cost of hospital 
care has increased 61 percent the past 3 years, while the Govern- 
ment funding contribution has only been able to increase 41 per- 

Second. another local initiative designed to provide greater 
health care through the partnership of the private sector is 
ACCESS, a primary health care center affilitated with the univer- 
sity hospital. The center is treating 120 patients a day, many ot 
whom are being spared a costly visit to the hospital by early outpa- 
tient care. More of these centers will be created. 

Just this last week in Kentucky, the Kentucky Medical Society 
and the Kentucky Hospital Association endorsed a set of proposals 
urging more voluntary care for the indigent. In all, there are 2b 
proposnls developed by a citizen's committee, Kentucky Held 
Access Committee, which could lead to greater health care for the 
needy at little or not cost to the Government. 

One f i' the proposals endorsed by the private associations would 
bf the establishment of a hotline to link patients who can t afford 
medical care with physicians and hospitals participating m the pro- 
gram. 

Another approach, the medicaid capitation system, otters an ex- 
perimental capitation program for AFDC recipients and their fami- 
lies With medicaid capitation, patients are assigned to one physi- 
cian who is responsible for the care of the patient for a predeter- 
mined amount of money . / . 

Two service areas that need special attention are outpatient care 
and pharmaceutical supplies. There is no centralized approach to 
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improving these arfeas, which are critical to an individual's well- 
being. Local churches are trying to fill the need of providing for 
drugs to needy patients, but this demand has overwhelmed their 
resources. 

Cities are not simply appealing for Federal funds for health care 
with outstretched hands. We are launching our own initiatives, 
often with local funds. But these initiatives are not enough to offset 
increasing demands for health care. An example of the increased 
demand for services is demonstrated by the increased amount of 
uncompensated care given by hospitals in Kentucky. These hospi- 
tals in 1979 delivered $123 million in uncompensated health care, 
which increased to $231 million in 1982. That's a 55-percent in- 
crease in just 3 years. 

Where do we go from here? First, please, no further reduction in 
health service dollars. Under the guise of reducing the Nation's 
health spending, don't cut Federal dollars and shift costs to public 
facilities and consumers, the latter who may well not receive 
needed health care. 

Second, new strategies must be developed to slow the rise in 
health care costs. One, home health care should be available to all 
individuals in need in order to effect early discharge from more 
costly hospital'zation. Two, systematized outpatient service delivery 
models should be developed that have as their major impetus pre- 
ventive health and primary care services. Three, the new diagnos- 
tic related grouping system, for example, is acceptable if it is ap- 
plied across the board with a higher financial remuneration for 
public facilities that are providers of the last resort, especially for 
the chronically ill. Four, pursue the theory of competition, such as 
prepaid group practice, HMO's, medical foundations, medicaid capi- 
tation, and the like. But do not leave cities and counties as the sole 
competitors for the economically disadvantaged. 

Finally, I would suggest you consider expanding entitlement cov- 
erage, and putting more money into comprehensive and prevention 
programs that save money in the long run. A five-city demonstra- 
tion program involving the Conference of Mayors is expected to 
show that niunicipal governments can improve the accessibility 
and afTordability of health services to the poor by pooling the re- 
sources of municipal hospitals and local health departments. Par- 
ticipating providers were reimbursed by medicare under waivers 
allowed by HCFA. Initial data on the program shows that the 
annual cost for medicare patients was substantially less than for a 
similar medicare patient being served only by the public hospital. 

Again, I want to thank you for the opportunity of presenting our 
testimony. Those of us who represent the cities and counties of this 
Nation are deeply concerned about the medically indigent. 

Senator Durenberger. Thank you very much. 

[The prepared written starefnent of Dr. Sloane follows;] 
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Mr. Chalrmdn, ruMibers of the subcommittee, my name Is Harvey Slodne, 
' I am a physician and mayor of Louisville, and I am here on behalf of the 
United States Conference of Mayors, 

The subject of health care for the etoHomlcally disadvantaged Is one 
that touches me personally and professjonaliyV fhayors , as you know, are In 
the unique position of representing the health Interests of consumers, 
providers and employers. The health Interests' of one group, the economl- 
cally disadvantaged, are particularly compelling. ' 

.Who are the economically disadvantaged? We believe they are the unin- 
sured and the underlnsured. This group, according to a recent study by The 
Robert Wood Johnson Foundation, Is made up of 21 million adults and 7 
million children. Included are: those covered by medicaid, for whom cover- 
age 1$ Incomplete - the elderly, women and children, the olsabled; the 
working poor -who may not qualify for medicaid but cannot afford private 
Insurance or self payment for care; and a new category, the new poor - 
those who have recently lost Jobs and, at the same time, lost health bene- 
fits* 

Let me take a moment to discuss the new poor. In cities across the 
country we are seeing people who are losing their Jobs, exhausting their 
financial resources, exhausting their unemployment benefits, and losing 
their homes. These people are coming to health and human services agencies 
for the first time, and It Is difficult for them to do so. Human services 
agencies in Evf\nston, Illinois reported to the Conference of Mayors In late 
1982 that they have been presented with serious problems of psychological 
distress, alcoholism, and even violent behavior among those unable to cope 
with having to seek help from local agencies. Nationwide, large numbers of 
people ae being evicted from their homes. Families In Trenton, New Jersey, 
for example, because they cannot afford to do otherwise, now share their 
homes with others, thus living In overcrowded conditions. 
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Others have no home, and haven't had a home 1n a long while.. These 
are the homeless. People referred to as bums, bag ladles, and derelicts. 
Some of the long-term homeless are deinstitutionalized people who have 
either returned to communities from Institutions or who have not been 
placed In Institutions. In 1965, for example, there were approximately 
560,000 mentally 111 persons In public psychiatric hospitals In this 
country. Today, because of fe'deral legislation, court decisions, and state 
actions, the patient populations In those Institutions have shrunk to about 
125.000. We estimate that there are currently over , one ml 1 1 Ion chronically 
mentally 111 persons living In communities, many of whom are homeless; 
requiring variety of health and social services. Their presence In the 
community has Increased the demand for many existing health services and 
created the need for development of new ones. 

All of the people we have been speaking about, the uninsured and the 
underlnsured. come to us, to cities, for health care that In some measure 
they cannot afford. And. though we may not be able to afford to provide 

. It, we must and we do. 

Most cities do not have statutory responsibility for the provision of 
health services to their citizens. This responsibility often rests with 
the county or the state government. Many cities, however, have taken on 
some responsibility for planning, coordinating, and/or administering health 
programs for their citizens because local needs would not otherwise be met. 

Law. on the other hand, does prohibit local governments from engaging 
in deficit finance. So. when program needs continue or grow and available 
funuing does not keep pace, local governments must generate more local 
taxes. The situation grows more complicated still for the many cities 
constrained by shrinking tax bases caused by a move to the suburbs of 
businesses and taxpaying individuals. Add to this a general economic 
decline plus significant cuts in federal financial assistance coupled with 
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reorganization of many categorical programs Into block grants to the states 
and reductions In eligibility and benefits under entitlement programs, and 
you have, more or less, the situation facing cities trying to provide 
health care to the economical ly d1 sadvantaged, 

A Conference of Mayors survey of city human services officials at the 
end of October, 1982 Identified health as the program In their department 
most severely Impacted federal budget cuts that year. In Atlantic City. 
New Jersey, for example, the rodent control program was abolished due to 
elimination of federal funding for that effort. The survey revealed, also, 
that only 30 percent of eligible populations in 55 respondent cities were 
served by any health > ovider. That was a drop of a full ten percent from 
Fiscal Year 1981, where 40 percent of eligible people were able to secure 
health services. And, 40 percent wasn*tmuch to brag al^out. 

Let me share some city experiences with you. Bl9om1ngton, Minnesota 
Is a small, affluent community with an annual buget ^f. under one million 
dollars. Yet, In 1980, a full ten percent of that /budget, $100,000, of 
local tax money, went to provision of health ser/v1ce$ to low Income 
people. A growing number of these people are ^ewly Unemployed whose 
presence Is adding to the patient load at well clilld clinics, at f^lly 
planning units, and on WIG waiting lists. This cylty, like so many others, 
finds Itself at a disadvantage when It must compete, as Washington says It 
should, for patients no one else wants. In the -''•'^^a of home health, for 
Instance, all providers are eager to serve four of five classes of 
patients: those with full medicare coverage; those with m^dUald coverage; 
those with private Insurance; and, those with sufficient personaviesources 
to pay for their care. As for the fifth category, those unable to pay any 
or all service costs, there's no competition here. For the City of 
Cloomlngton, this group of people is there for the asking. There are no 
other takers and It Is mandated that the city itiust serve all who need care 



52 



49 

without regard to ability to pay. In the days before competition was In 
vogue,' we used to refer to this phenom.^non , that of public Institutions 
ending up with a high proportion of non-pays, as dumping. 

Public hospitals and health departments in cities across the nation 
find themselves In a similar, untenable situation for broad categories of 
outpatient services. ^ 

Let me move on to ^ome other cities. New York City's share of 
medicaid this year will be $.9 billion. Not Included, of course. Is the 
City's cost for care that is not covered under medicaid nor patients not 
covered by medicaid. 

The lack of health services In Louisville also can be categorized Into 
the three basic groups, which are the uninsured, the underl nsured , and the 
individuals who are covered by . tradi tlonal governmental third party 
Insurers, who lack coverage In special areas. 

Each of these classes of medically Indigent individuals experience 
difficulty with access to medical services as well as difficulty in receiv- 
ing services. There are approximately 195.000 uninsured and underl nsured. 
Individuals in the Louisville community, and there are approximately 80,000 
medicaid covered individuals. This means that approximately 40 percent of 
all of the residents within the boundaries of Louisville are at risic f. 
some portion, if not all, of their medical care. 

Although there is a compelling need for more funding for health ser- 
vices, this must be coupled with some system design changes to the present 
method of delivering health services. In Louisville, we are moving forward 
with some bold Initiatives. 

Particularly significant is an agreement with a private hospital 
corporation, the Humana Corporation, to operate the hospital which has 
historically provided indigent care in Louisvile.' As part of a unique 
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dgreefnent between city, county, and^ state governments, and the University 
of Louisville, the Humana Corporation Is now providing unlimited ..hea>tR 
care to Indigents at Humana Hospital University, which is also the Univer- 
sity's teaching hospital , 

In the first year of the agreement, the private corporation extended 
care valued at $6 million beyond the contributions of the three govern- 
ments. 

Through this involvement of the private sector In indigent care, the 
traditional public hospital has been used more, and more efficiently, to 
bring about a greater level of care for the poor who need it the most. 
This has been most timely, since the coist oi" hospital care has Increased 
61 percent in the past three yearS while government funding has Increased 
only 41 percent. 

Another local initiative designed to provide greater health care 
through participation with the private sector is ACCESS, a primary care 
center for the indigent in Louisville. This center is treating 120 people 
a day, many of whom are being spared a costly visit to the hospital by 
early outpatient care of their Illness. Because of the successful 
reception of the community toward the ACCESS center concept, there will be 
another center operational this year, 

I Just this week, the Health Care Access Cojnmittee, a group established 
by the University of Kentucky* in its final report adopted a set of pro- 
posals urging more voluntary efforts by doctors and hospitals in providing 
indigent care. One of the proposals in this report would be the establish- 
ment of a hotline in medical society offices to link patients who can't 
afford their medical needs with physicians participating in the program. 
This** concept has the endorsement^/of the State Medical Society and the 
Kentucky Hospital Aisociation , If there is a fair partici j)at1on among 
doctors and hospitals, the indigent patient load should become more wide- 
spread, thereby not becominij an inordinant burden on any segment of health 
providers, 
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Two service areas, outpatient care and pharmaceutical suppllies,^ still 
reflect great needs. There is no centralized approach to impri^ving these 
areas which are critical to <^n individual's well-being and holding down 



medical costs. 

it 



\ feel it is Important to understand the examples of local imtiatives 
to improve health care with available resources so yau will appreciate a 
message I'm bringing you today. And that is, cities are not simply appe'al- 
ing ^or federal funds for health care with outstretched hands. We are 
launching our own innovative efforts, often with local funds. But, these 
initiatives are not enough to meet increasing demands on public health 
care. An examgl^ of the increasing demand for services is demonstrated by 
the increasing amount . of uncompensated care by hospitals in Kentucky. 
These hospitals in 1979 del 1 vered $123.7 million in uncompensated hospital 
care, which increased to $231.6 pillion in 1982. This represents a /55 
percent increase aiter^ the federal and state budget cyts began in 1982. 

Economic and social conditions are compounding the demdiid for medical 
care by those least able to afford It. If not treated properly and 
quickly, the conditions of our people in cities who hava no provision for 
care will worsen and require even more costly care later. 

Where do we go from here? First, no further cuts in health services 
dollars. Under the guije of reducing the nation's health spending, don't 
cut federal dollars and shift costs to public facilities and consumers, tne 
latter who may well not receive needed health care. 

Do develop new strategies to slow the rise in the health costs. The 
new diagnosis related group or ORG system for example, is acceptable if it 
Is applied across board with a higher financial remuneration for public 
facilities that are providers of the last resort and for the chronically 
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111, disabled or aged. For, without such provisions. It 1$ not 
economically advantageous to treat such patients on a fixed rate and they 
are Inadvertently disenfranchised from access to the health system. 

Pursue the theory of competition, but do not le&^e cities and our 
county counterparts as the sole competitors for the economically disadvan- 
taged. Give physicians financial Incentives to offer quality care to this 
group of patients, 

Reconsider development of a program of health W^»ef1ts for the 
unemployed. The failure of the current system to respond to the financial 
and health needs of the recently unemployed people may have long reaching 
results. 

Finally, If I may suggest an idea out of vogue, think about expanding 
entitlement coverage and putting more money In Co comprehensive and pre- 
vention programs which save money In the long run. In the late I970's, che 
U.S. Conference of Mayors, The Robert Wood Johnson Foundation, the American 
Medical Association, and the Health Care Financing Administration joined In 
a five c I ty .demonstration program designed to show that municipal govern- 
ments by pooling the resources of the municipal hospital and the health 
department are an appropriate vehicle for Improving the accessibility and 
affordabll 1 ty of health care services to the urban poor. HCFA allowed 
waivers under irfedlcare which permitted reimbursement to participating sites 
for services not normally covered and eliminated, as well, standard 
deductibles and co-payments. The program Is winding down, and the final 
resuUs are not, yet In. However, preliminary data compiled by the 
University of Chicago demonstrate that the annual cost per medicare patient 
In the program was, substantially less than for a similar medicare patient 
being served In a mqnlclpal hospital or other setting. 
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Senator DuRKNHERaER. Let me thank all the witnesses ,\nd I 
will start with an obHorvation and maybe some general questions ot 
&11 of* ou 

^ It°sems to me that ail three of you are close enough to the situa- 
tion to recognize something that the Urban Institute and others 
have been trying to tell us over some period of time And that is 
that when our sick care bill, that is the cost of our health insur- 
ance gets up over something like 10 or 10 V2 P^/cent of what we call 
the G>JP, some' very substantial percentage of the dollar that ordi- 
nary folks earh, at some point in time is taken out of the health 

Harvey, l" think in your statement you make some specific reter- 
ence to this. That this country over the last 10 years has been 
short shifting the poor and the nei.r poor in the area of shelter 
And running the cost of housing up so that two-thirds of the people 
in this country can't afford it without some sort of artificial stimu- 
of some kind that takes a third or 40 percent of their income^ 
To the extent that nutritional programs in this country are getting 
short shifted. To the extent that recreation is getting short shitted. 
Now you can go right across America ovor the last ID years and we 
renllv have been making it hard either for the individual on his 
own initiative to have dollars to put into those health care areas^ 
Particularly for some of the population, Government seems to have 
done a pretty good job of pumping money into the sick care system 
whether it's through medicaid or John wants it in health care for 
the unemployed or through more home health or whatever, we 
have ignored this other side, which is the side that could keep 

^^fjust wonde^r^if each of the three of you might make some obser- 
vations on that particular subject just so we can broaden the scope 
of what we are talking about here. . 

Ms Butler Yes, Mr. Chairman. The task force agrees with you 
that the current system of delivery of care, even to the poor, niay 
not be very efficient. And the existing system certain y does not 
reward preventive health care ' practices. Unfortunately the way 
that the very meager program for financing medically indigent 
care in the State is designed provides only enough resources for 
acute and emergency services, leaving out preventive care and .pi 1- 

We dTd^ some research and found that certain preventive prac- 
tices are very cost effective. I'm sure that we could argue about 
some. But in the area, for instance, of prenatal care, in the year 
after spending $1 on prenatal care. Government would save 
And over the course of about 20 years would save $9 because of the 
serious disabilities that good prenatal care prevent. 

Similarly, early childhood illness prevention family plannmg and 
simila- programs are very cost effective. The task force therefore 
recommended putting more of our resources into those kinds ot 
programs, Hopefully, not at the expense of taking care of some of 
the emergent and acute needs that people also have, but with the 
idea that over time those needs would dimin-sh significantly. 

Senator Duhknbkrckk. My question is going beyond that. 1 recog- 
nize the validity of what you say, but the Nation has a refugee 
policy in effect that says to Harvey or to the county, you take care 
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of the problem." I mean we caused the problem that caused them 
to come hore, And we decided to welcome them with open arms, 
but now that they are here, the Federal Government says it'o your 
prob em. And your problem becomes a problem of shelters, and a 
problem of a whole lot of other things. 

I talked about housing already and what we have done at the na- 
tional level to price people out of housing. And don't tell me that 
somehow or another a lack of adequate shelter and hoat, if you are 
m the northern part of the country, isn't a problem. And we spend 
a whole lot of time dumping on the health insurance industry or 
on hospitals or on doctors or people not putting enough money into 
the health care system when it really strikes me that part of th6 
bad guys in this whole scene are some other folks who are contrib- 
uting to a deterioration of health care, if you will, in this country. 
And, thus, helping to raise the cost of sick care. 

Dr. Sloane. I think that's particularly significant what you men- 
tioned about housing. Overcrowding becomes a significant health 
problem. There is just statistically more disease the closer people 
ive together. Trenton, N.J., had a particular problgm-^ith that in. 
terms of their unemployed who have gone in 'wmi their families 
and there has been an increased instance of sickness. 

1 he nutrition component of health care is something that really 
hasn t been appreciated until recently. And we have been very 
poor in our medical schools in educating physicians about the im- 
portance of nutrition for an adequate life style in terms of prevent- 
ing problems of obesity, et cetera. 

What I think we are all getting at is that hospitalization is the 
.aat resort that we would like to not have to go to. We would like 
to see early preventive care. We have a gentleman in our commu- 
nity who IS 54 years old. He had hypertension and some heart fail- 
ure. He didn t have the money to seek early attention because he 
was uriemployed. He ended up in a catastrophic care setting and 

w °n * ^ ^° ^^^^ ^^^^ °^ h^""- 

Well, this is a tremendous burden on our local resources, and on 
any system. And we have not rewarded our whole delivery system 
for prevention of health and maintenance of health. I think some 
ot the approaches for prepaid group practices or other systems 
have a financial incentive to keep the patient well. This should be 
encouraged. 

1 reflect back on what the ancient Chinese used to do with their 
doctors, rhey only paid them when they were well. And when they 
got sick, they quit paying them. And that was an incentive to keep 
people well. ■ 

But the whole system sort of emphasizes sickness and we need to 
Hvi awny from that and be able to maintain the cost and to keep 
people well. 

Ms Kitchen I would support that, and add another observation, 
another piece of legislation that you are working on, and that's the 
Natural Gas Policy Act that has significant Implications in the 
Midwest for high utility bills. Now that doesn't cause illness, but 
whatsit does is it causes low-income people to decide whether they 
ent. heut. and medical care is not one of those. Those are primary 
costs of competing for those limited dollars. 
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As I. 18 been mentioned about HMO's and home health care, we 
8tronK»y support those. HMO's have been an alternative for some 
people in the category that we are looking at. That's very valuable. 
And also the recommendation of catastrophic care as a solution tor 

some people. „ . i * 

Senator Durenberger. Do any of you have any observations to 
made about medicaid and its relativity? What has happend to med- 
icaid coverage in the last few years? What have States been doing 
with some of the opportunities we have been giving them? And 
would you have some observations about the medicaid population, 
particularly those who are just above the medicaid eligibility hne. 

How does the current State operated medicaid program relate to 
this population? 

Dr. Sloane. Well, first of all, our medicaid program only covers 
the categorically public assistance patients, AFDC and disabled, 
blind, et cetera. So that whole category of people who may be un- 
deremployed, the man who is 25 years old who isn t a member ot a 
family, he isn't covered. , . .. ^. 

What has happened in the last 3 years, the hospitalization time 
has been reduced to 14 days. After that, the hospital absorbs the 
cost. And, of course, hospitals don't want to have many m3dica:d 
patients. And one of the things that has happened with thi.s com- 
mittee that 1 have mentioned is that ihey have gotten toge»-her 
with the Kentucky Hospital Association and had an agreement 
with them to maintain the level of medicaid patients that they had 
in the past, and not to reduce them in the future. To reduce the 
benefits, the outpatient benefit, and just to cut costs anyway they 
can ends up by costing more because you get that end result ot in- 
creased hospitalization. 

We do not have a comprehensive medicaid program by any 
means in Kentucky. 
Senator Durenberger. Pat. ^ ^ . 

Ms. Butler. Yes, I know that in the past year four states have 
expanded eligibility under medicaid. Ohio and Illinois have added 
Ribicoff children, the children in two parent families. Mississippi 
and Oregon have added medically needed programs for pregnant 
women and children. 1 think those are very farsighted States that 
recognize the value of serving those populations. . , . ^ n t 
Colorado's program, like Kentucky's, is very limited Actually 1 
think this week the State legislature is cutting the AFDC-U pro- 
gram, which will mean that even fewer working poor families will 
have access to medicaid. So that's a very unfortunate development. 

The States seem to be looking at these problems somewhat ditter- 
entlv. Some are making progress in expanding certain kinds ot 
Mcrvict'H and benefits and many others are cutting back, partly be- 
cauH" of economic problems. j. j 

Di. Sloane. Just one thing. Senator. I mentioned the niedicaid 
capitation program that we have. It has been going for about 10 
months. It s only with AFDC patients, and they either pick a physi- 
cian or they are uHsigned to a physician. There is some dissatistac- 
tion from the patients' standpoint. There has been a problem in 
terniH of referral of Hpecialty problems because the gatekeeper phy- 
sician who >^et8 the money for that patient has to give it to the spe- 
cialist. And we haven't worked out that problem yet. 
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Senator Durpnberger. The problem is of the specialist then? 
The specialists are resisting the process? 

Dr. Sloane. Yes. To get the primary physician to make sure that 
the referral process is going forward in a medically competent way. 

For mstance, every patient who is not in a dire emergency who 
comes to the emergency room has to get permission from that phy- 
sician to be treated by the emergency room. And that hasn't 
always worked well. 

We are working, these things out. The medical society is quite in- 
volved, And I hope it will work out. I think it will save costs, and I 
hope It will give better care to the patients. But it is a form of med- 
icaid approach that I think might save money. Well, not save 
money, but expand benefits. And that's what we are looking for. 

Senator Durenberoer. Let me ask you a couple of specifics about 
the population groups that you listed in your testimony. One refer- 
ence IS to the growing number of divorced, mid-life women. Obvi- 
ously, if I make certain assumptions about the fact that they are 
going through a dissolution that involves a male of approximately 
the same age, and if it is in that mid-life period, I will make a 
second assumption about the economic status of that marriage, and 
maybe you can give me some information aboat why it is that med- 
ical insurance is not required as part of a divorce settlement or 
some adequate amount of money is not provided in ternis of the 
diMolution settlement to cover that^What^s the situation on it? 

Ms. Kitchen. My understandingM'rom the legal counsel for the 
Older Women s League is that the courts have jurisdiction to settle 
pension rights, and that is within their jurisdiction! But health cov- 
erage does not fall within their domain so it would really be up to 
the lawyers to see that that is included. And she says that very 
seldom does it get included. And I have checked with some people I 
know and they have said that that is the case. They didn't consider 
it. They weren't informed. And did not have it. 

But some of the spouses will carry children on their plans. But 
the former dependent will then look for their own coverage. So I 
think that could be remedied by making sure lawyers build that 
into the plan. 

Senator Durenberoer. Well, you know we have worked hard 
here in the last few months on the pension issues. A lot of it for 
this particular group of women. And we have worked very hard on 
the child support issue. But this is the first time, at least to my 
recollection, that the issue of mid-life divorces without adequate 
medical coverage has come up. And you pointed out to us that it's 
a substantial problem. 

Ms. Kitchen. It is. And they are the group that is most vocal 
una tell us the most about their experiences. 

Senator Durenberoer. There is also a reference here about the 
fact that it causes older citizens to pay higher premiums at a point 
in their life when their income is shrinking. 

Ms. Kitchen. And I'm talking about older people. And I'm talk- 
mg about the medicare supplement plans. This is like over 65. 

Senator Durenberoer. Oh, I see. 

Ms. Kitchen. We are talking about in that group. And their 
mcome, for many people, would be reduced or the value of their 
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dollar is going down and their income is often fixed. That's why 
age rating is particularly harmful to them. 
Senator D'uRENberoer. All right. 

Well, I think probably I will express my appreciation again to all 
three of you and ask that you follow our efforts over the next few 
months. We are trying in this hearing to identify the economically 
disadvantaged population. And at some point we will move more 
closely to the solution. We will ask you to continue to participate 
in one way or another in that effort. 

Thank you very much for your testimony today. 

Ms. Kitchen.' Thank you. 

Dr. Sloane. Thank you. 

Ms. Butler. Thank you. 

Senator Durenberger. Our final witness is J. Martin Dickler, ac- 
tuary from the Health Insurance Association of America. Thank 
you very much for being here. You are not here to defend yourself 
against things that have been said about the health insurance in- 
dustry. I guess we have all heard those things, which means there 
must be some merit to them. 

You have provided a valuable service to us and to the country 
over the years in your annual data reporting in this area— and I 
understand we aren't quite to the time of the year when the latest 
set of statistics are available, but whatever you have, including 
your statement, will be made a part of the record. And you are 
here today to give us an overview of the problems so that we will 
know where to go from here. 

We thank you for your testimony. 

STATEMENT OF MR. J. MARTIN DICKLER, ACTUARY, HEALTH 
INSURANCE ASSOCIATION OF AMERICA, WASHINGTON, D.C. 

Mr. DiCKLER. Thank you. Senator. My name is Martin Dickler, I 
am from the Health Insurance Association of America, and Vm ac- 
companied ^y James Dorsch, who is our Washington counsel. 

As you mentioned, we conduct an annual survey where we col- 
lect data from all of our member companies. There are over 300 
companies which write about 85 percent of the health business in 
the United States. 

Our latest data, which is yet to be published, includes the 
number of persons covered in the United States as of the end of 
1982. The statistics I am givirr here today are being released for 
the first time. 

Basically, our bottom line number is that as of the end of 1982, 
there were about 191 million Americans covered for one or more 
forms of health insurance. Our data from commercial insurance 
companies represent people covered under group policies, individ- 
ual policies, and under self-insured employer programs where in- 
surance companies perform administrative services. We also collect 
data from Blue Cross and Blue Shield. And we include people who 
are covered under other programs, such as HMO's, employee wel- 
fare plana and similar kmds of arrangements. 

The figure of 191 million Americans with one or more forms of 
coverfcige is the grand total after eliminating duplication. Many 
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people have multiple coverage, but we have counted each person 
only one once, whether or not they have more than one poUcy. 

For several years we have collected this data on the basis of two 
broad age categories— the age 65 and over and the under Q5. In- 
clu^led in our 191 million are about 16 million persons age 65 and 
over who have bought medicare supplement plans. Those plans a^e 
very popular and range from coverages which just fill in medicare 
deductibles and coinsurance to the broad wrap-around policies, 
which Include prescription drugs, private duty nursing and other 
expenses. ^ 

According to our data, about 65 percent of the age 65 and over 
population are covered under such policies. 

Senator Durenberger. What was that percentage? 

Mr. DiCKLER. About 65 percent. That was as of the end of 1982. ' 
Subtracting these from the total leaves 175 million American^ 
under age 65 with one or more forms of health insurance coverage. 
It is these people that I would like to talk about today in more 
depth. 

The total 175 million under 65 is really the same number as 
those who have hospital protection. Hospital protection is the most 
widely held form of insurance in terms of the of number of covered 
persons. That is why the total number with one or more forms is 
linked to the number of people with hospital insurance protection. 

In addition to hospital protection, there is quite a bit of other 
coverage. About 169 million persons are also covered for surgical 
expense. And even more importantly, about 160 million are covered 
for major medical. We think that is a very important statistic, be- 
cause major medical provides the broadest form of coverage avail- 
able, either as a supplement to base plan coverage or under a com- 
prehensive major medical plan. 

The fact that 160 million people have major medical means that 
over 90 percent of Americans with private coverage have the 
broadest form of protection available. Now these are the numbers 
of covered persons, and we are here today to filk about people who 
do not have coverage. 

We do not have very precise data on uncovered persons. On the 
basis of our survev data, as of the end of 1982, we would conclude 
that there wore about 27 million people under age 65 without any 
private coverage. Now of that number, quite a few have medicaid 
coverage, VA coverage, and CHAMPUS coverage. Also included in 
thai 27 million would be those under age 65 who qualify for medi- 
care because of disability status. After subtracting those who are 
covered under public programs, on a rough basis, we believe there 
were about 10 to 15 million people under age 65 at the end of 1982 
with no coverage at all, either private or public. And these are the 
people we are here to talk about ^oday. 

Senator Duremberger. Can you go back and remind me again of 
the percentage or the numbers over 65 that might have no cover- 
age at all? 

Mr. Di( KLEU. With respect to the number over 65, we don't think 
very many have no coverage^ because of medicare. We don't really 
look upon them as being part of the uncovered population. That is 
why I am concentrating mainly on the under 65. 
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. To continue, we think there were roughly 10 to 15 million per- 
sons as of the end of 1982 who had neither public nor private cover- 
age. We see these people as falling into two broad classifications. 
The first are those who are in that status temporarily. These are 
people who move in and out of insured status for periods of time 
during the year, and the- number can fluctuate. Our data relates to 
a point in time rather than over 1 month or 3 months or 1 year. 

The people who are temporarily uncovered include those who 
have lost employment and don't have other options like continu- 
ation under a group policy, or going under a spouse's coverage, or 
Vne ability to pay for a conversion policy or other private coverage. 
Hopefully, they will go back into employment and once again 
I'esume their group coverage. 

Other people who are temporarily without coverage are young 
a.-^ults who have lost coverage under their parents' policies, because 
of reaching a certain age, and aren't working yet. Where their par- 
ents can afford to do so, they could buy individual coverage for 
their children. Eventually, most young adults enter the work force 
apd obtain group coverage, which is how most people are protected, 
* da get their insurance coverage. 

The bigger problem, we think, is the second category of people 
who are uncovered, and who are likely to remain uncovered for 
long periods of time. Here we are talking about low-income people 
who are chronically unemployed, do not have the money to buy in- 
dividual coverage, and do not qualify for medicaid. They literally 
fall through the cracks. 

Other low-income people may have employment, but work for 
firms that do not have employee health benefit programs. These 
people are equally unfortunate because they cannot afford individ- 
ual coverage, and do not have group coverage available to them. 
For these reasons, the broad group of low-income people, is a 
chronic source of uncovered citizens. 

The long-term problem area also includes people who have 
become uninsurable, either at a young age or middle age, and do 
not have insurance available to them on a nonmedical basis, such 
as through an employee plan, a group or an association group pro- 
gram. They have to purchase coverage in the open market, meet 
whatever underwriting requirements apply. If they cannot do that, 
they have a very difficult time in securing coverage, even though 
they might be able to afford the premium. This is not an economic 
problem as you have with low-income people. It's a question of de- 
veloping adequate insurance mechanisms so that insurance for the 
uninsurable can be provided on a reasonable basis while spreading 
the cost across society. 

We are very pleased to share our latest data with you. Senator, 
and I will be happy to respond to any questions you might have. 

Senator Durenberger. Thank you. 

[The prepared written statement of Mr. Dickler follows:] 
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My name is J. Murtln OlcKier. I m an Actuary of the Health 
Insurance Association of America, on wndse behalf I appear today. I 
am accompanied by James A. Dorsch, Washington Counsel of the 
association. The Health Insurance Association of America is a trade 
association of approximately 320 companies which together write over 
85% of tne commercial nealth insurance in tne United States* 

We are pleased to have this opportunity to discuss health insurance 
coverage and tne extent to which Americans are covered. The HIAA 



statistics assembled show the numbers of persons 'covered h' 
commercial insurance companies under group and ^individual policies, 
and under non-Insured plans for which Ihey provide administrative 
services. Also included in our survey data are persons covered by 
Blue Cross and Blue Shield, and under a variety of other plans. Out 
most recent data, which I snail discus today, show the numbers of 
covered persons a's of the end of 1982. Tnis data will be available' 
in published form in tne near future. 



In order t9 estaolish an overall order of mi{|^nitude, we estimate 
tnat as of tnf» t*nd of 1982, over 191 million Americans were 
protected undf?r one or more forms of private nealth insurance. Many 
of tnese persons were covered under more than one insurance policy. 
The 191 million is a net estimate, however, which counts persons 
with multiple coverage only once. Tne large number covered reflects 
the success of tne nealcn insurance industry in marketing its 
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publishes an annual Source Book of Health 
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products, and widmprjieio puoilc perception that neaitn insurance is 
extremely important to have. We have seen enormous growth in 
coverage, considering that only 32 n)iiiion^ were protected in 1945. 
One hundred ninety one million is merely the overall total, 
however, and we must delve deeper for a oetter grasp of the breath 
of coverage. 

In our survey data, we have diatinguished between persons age 65 and . 
over and those under age 65. The total covered, 191 million, 
includes Doth age catagories. He estimate that almost 16 million 
persons age 65 and over had private Insurance in addition to 
Medicare. Medicare supplementary insurance is very popular, and the 
almoat 16 million covered represents about 65X of the age 65 and 
over population in 1982. There are many forms of such policies, 
ranging from those which cover only Medicare deductibles and 
coinsurance, to those which also include prescription drugs and 
private duty nursing. 

The, total number covered under age 65 at the end of 1982, fot one or 
more forms of coverage, was 175 million. That figure represents 87% 
of tne under 65 civilian ncn-instltutional population. It 
correspowas to the number of persons who had hospital expense 
protection, as that is the kind of coverage held by the largest 
number of persons. Of course, most of the 175 million were also 
protected by otner coverages. For example, about 169 million 
persons also had surgical expense proteotion. 
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With respect to Major Medlcai proteccion, our data show that 160 
million persons under 65 had such coverage at the end of 1982. That 
is an important stBtistic» since it shows that over 90% of those 



that Americans are not only protected in large numbers, but most 
also enjoy tbe advantages of broad based coverage* 



Although the statistics show that most 'Americans have health 
insurance protection, there is still a sizeable number that is not 
cove]fed« we do not^have precise data in this area, but it is 
possible to derive a rough- estimate of the uncovered segment of the 
under 63 population. The 173 million persons under age 65 with 
coverage represent Bl% of that age group, which means that about 27 
million persons among tne civilinn non-institutional population we^e 
not covered under privat-^ plans as of the end of 1982. Many of tiftt 



such as Medicaid, the V.A«, Champus, and Medicare for ^the disabled. 
Overall, we believe that the number of under 65 without any private 
or public coverage, at the end of 1982, is in the range of 10 to 15 
million . 

Irv our view, the persons without insurance seem to fall into two 
broad catagories. M^ny persons are without insurance only 
temporarily, as they move in and out of insured status for a variety 
of reasons. Examples are persons who are temporarily unemployed and 



«ith private insurance have major medical protection. Thus we see 




27 million, however, were covered under various public 
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do not nave otnor^ optl^f/s , sucn as a spouse's coverage or the 
aoiXlty to pay for a conversion policy* Other examples would be 
persons who lose group coverage through other eventSf such as when a 
child reaches tne maximum age for eligibility as a dependant. Tnere 
are many young adults in this category who will either secure group 
coverage through new employment or who will eventually purchase 
individual coverage. 

The second category of uncovered persons are those who are likely to 
be without insurance for long periods' of time* This would include 
low income persons who experfence chronic unemployment, and can 
neither afford individual insurance nor qualify for Medicaid. This 
category can also include low income persons who are employed, but 
work for a firm that does not ha^e a health insurance benefit plan, 
and cannot afford an individual po-Ucy* Apility to pay is a major 
problem for low income persons when group insurance is not available 
at a reasonaole employee contribution. Another type of urTlhsured in 
this category is the person who is or has become uninsurable, and 
does not have access to insurance without presenting evidence of 
insuraoility . • The ability to pay premiums is not necessarily the 
problem in this case« What is required is »the establishment of 
appropriate insurance mechanisms to offer insurance to the 
uninsurable on a reasoneole besis. 

Our' industry nas constantly sought methods to reduce carriers to 
heajlth insurance, and we hope that the number of persons covered 
will increase in the ^uture. We appreciate the ' opportunity to 
present our data and I will be pleased to respond to questions* 
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Senator DuRKNBKiKiKR. Let nie begin at thetnd, I guess. Who are 
the people that areiiMly to fall into the category of uninsurables? 

Mr. DiCKLER. Sen^mployed people perhaps who discover they 
have serious health problems, cardiovascular problems, other kinds 
of disability. Then if they are uninsured and they suddenly go out 
to buy insurance, they find they can't answer the medical ques- 
tions satisfactorily. 

Senator Durenberger. Let me take that a little bit farther. Then 
what happens if I have a cardiovascular history? 
r Mr. DiCKLER. Well, they might be able to obtain coverage subject 

to an exclusion rider in that case, the insurer might issue an indi- 
vidual policy with a rider stating that the policy doesn't cover any 
expenses arising from a named disorder. 

Senator Durenberger. That would be the normal course. The 
only other alternative that would, in effect, make them economical- 
ly uninsurable is the premium. Is that available? I mean can you 
buy coverage that doesn't have that exclusion in it? 

Mr. DiCKLER. You could shop around. It depends upon your dis- 
ability. There are some disabilities. Senator, where I think it would 
be almost impossible to obtain coverage. A person who develops 
severe mental or nervous disorders, schizophrenia or epilepsy. 
There are many disorders where most insurers would probably con- 
sider the individual totally uninsurable and could not be issued 
coverage. 

Senator Durenberger. I don't want to spend a lot of time drill- 
ing this one out— but can you provide us with information relative 
to wHat various diagnoses are commonly falling in the category of 
exclusions? 

Mr. DiCKLER. We could make c. survey. I could report on typical 
underwriting rules. The general solution to this problem is a State 
pool for the uninsurable. That is a solution we see for them. I have 
served as a director of some of these State pools, and can report on 
the kind of people who secure coverage that way. Often, they are 
people with very severe mental and nervous disorders. This is a 
common source of people who are uninsurable. 

Mr. Dorsch. I would like to comment on that for a minute, Sena- 
tor. 

Senator Durenberger. Go ahead. 

Mr> Dorsch. There are two mechanisms that I see across the 
country that in a spotty fashion guarantee access to insurance for 

^ this classification .of people. One mechanism is that some Blue 
Cross/Blue Shield plans, as part of their tax exempt services, if you 
will, since they are tax exempt, will have^an open season periodi- 

^ cally. I saw in the paper just very recently? whether in the District 

of (\)lumbia or Maryland, an open season. Regardless of your 
status of health, ju5»t nil out the form, send it in, and we will cover 
you. And that s one way. I have no information and have never 
been able to develop any information as to how often or in what 
Slates the Blues do, in fact, have open seasons. So I have never 
been able to levelop any hard information on the extent of the 
problem as to how many people are, in fact, uninsurable. I assume, 
for in.stance, that if Maryland just had an open season, there are 
riKj uninsurables in Maryland. Thn? doesn't mean everybody is in- 



69 



ERIC 



66 

sured, but everybody that can afford it, has had an opportunity to 
buv insurance. 

Senator Durenberger. Well, what happens in the pool States 
then? What ha,Ve we got? Six of them right now? 

Mr. DoRSCH. In Connecticut, for instance, that program has been 
working there for a number of years where you have guaranteed 
access to coverage. But as we have testified many times to this 
committee and other committees, we have a problem \n trying to 
extend these pools to other States. 

Senator Durenjierger. This is exactly the problem that I am 
trying to ^et at. I, mean if you don't have information and Vm a 
legislator in Conn^^cticut or let's say Minnesota, Tm stupid if I 
don't ask these questions first before I create a pool because if I 
open up the pool first, everybody is going to jump into it. 

Mr. DoRSCH. Now everybody won't jump into the pool because the 
pool price— for instance, in the State of Connecticut— is higher 
than what you would pay in the individual open market, if you are 
a )ie8lthy person. So if you are healthy, you are not going to jump 
into the pool. 

Senator Durenberger. I understand that. 

Mr. DoRscH. Second, most people are covered under their em- 
ployer group insurance, and aren t going to get into the pool. The 
only people who will get into the pool are those who are falling be- 
tween the cracks. 

The State iaw in Connecticut does pM a ceiling on the premium 
that can be charged, and it is anticipated that the pool may lose 
money. But the insurance industry, in seeking the legislation, suc- 
cessfully argued that all insurer competitors in the State should 
share any pool losses on an equitable basis. 

Senator Durenberger. I know Tm nbt explaining this well be- 
cause I haven't given it any thought, but who pushes people into 
the pool? I mean it might be that Blue Cross -writes 75 percent of 
the business in Connecticut so Blue Cro$s is going to be 75 percent 
of the pool. But it s the other 25 percelnt of the insurers with all 
their exclusions for this* that and the bther thing, creating a pool 
of the uninsurable people— am I all wet in the description of the 
pool? I 

Mr. DiCKLER. Senator* I think I should explain that most people 
who are covered are covered under gHoup insurance where you 
don't have medical underwriting. And many people with chronic 
illnesses are so covered* both employees and dependents. 

We are talking about the much smaller market of people who 
seek individual coverage because group coverage is not available to 
them. And then a much smaller subset of that number who are* in 
fact, uninnurable because of some chrdnic disease. 

Senator I^^^iiinberger. Rather than belaboring the point now, 
maybe this is a subject that we ought to explcre together over some 
poriod of time. 

The other aide of it that I didn't get into, of course, is when 
people find out that heart disease is a noninsurable probtem. And 
if the insurance industry is telling them that the first time they 
bu> a policy* ev^a before they have heart disease, that if you 
smnke, you will pay more. And I think trying to pull these two 
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endaXogether would be helpful to us in trying to decide what would 
be the "most pppropriate direction we ought to move. 

Let mil get to the numbers, 1 guess. You were here when Ur. 
Swartz testified. And I think the numbers she used in terms c. 
people that would fall in this uncovered category was 38.6 mHJion- 
The number you have given us is somewhere between 10 and 1&. 

I'm assuming you have some access to'the Urban Institute study 
and their research and so forth. Can you tell me what is wrong 
with the figure that she gave us? , » u r 

Mr. DiCKLER. No, I'm not familiar with their study. I believe it 
was a study in 1979 and I'm afraid I haven't seen it. 

I have seen other studies. I beli/eve there was a CBO study that 
estimated the number of people in 1978 at about 11 to 18 million 
without coverage. There have been several studies, and the results 
have not been very consistent. Some studies take the people who 
are uncovered over an entire year and add to that anybody who is 
uncovered during some part of the year. I have seen numbers in 
tht« 20 to 30 million range on that basis. 

It is' important to understand how these numbers are put togeth- 

61* 

Senator Durenberger. I will try to understand tha^ then. And 
you are going to have to help me by taking the research done by 
the Urban Institute and going through it. I don't want to sit here 
with a large number gap although it may be just definitional. It it 
is definitional, that's what we should be getting at here this morn- 

'"llr. DicKLER. Our numbers were at one point ir. time, at the end 
of 1982. They don't cover a span of months c-. years, and that possi- 
bly might explain some of the difference. I really don t know. 

Senator Durenberger. Let me ask you again by way of compari- 
son with Dr. Swartz' testimony. To the effect that many people 
who work in small firms or marginal industries are not covered by 
health insurance, is it true in your experience that that is the 
case? And i» it a matter of the small employers being priced out ot 
the health insurance market? Or what is the problem? 

Mr. DicKLER. I think in recent years the premiums have escalat- 
ed very rapidly for both small and large employers. And we have 
seen n" very definite trend in all size groups to plans with higher 
deductibles and more coinsurance. I think this has been particular- 
ly true among small employers. 

I'm not aware of any trend of dropping of dependent coverage. In 
group insurance, an employee can elect employee-only or employee- 
plua-dependent coverage. Now I'm n'-t aware of any shift to em- 
ployee only on the part of employees who do have dependents. 

Tam, however, very much aware of higher deductibles becoming 
popular. Smaller employers especially are switching to such plans 
mwly to keep the premium cost inline. That is certainly true. It 
ha.s (ilso been true for ve/'y large employers, , as you know imn the 
Dross 

Senator Durknberoer. Then will you also undertake to read that 
part of the Urban Institute study that deals with that subject? 
Mr. DicKi.ER. Yes, sir. Be glad to. 
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Senator Durbnberoer, And report back to this committee as 
part of the record as to whether you agree, disagree or the truth 
somewhere inbetween. 

[The information from Mr. Dickier follows:] 
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buDCommittpe un Health 
Senate Flna(>ce Committee 



U'\ April i>rt^, testimony was presentea on oehair of the HIAA 

i,«fi/re t.fie '.^uocofTKni 1 1 ee on Health of the Senate Tinance Committee. 
Mt tr.dt tiiiit:, •:>endlur vjjrenoeryer recjue^^teO HiAA to provide further 
con^nentb un vdriuus points rdiseo 0/ utr»er witnesses. This 
Mem-.jr dctcJum is in response to thdt request, 

A, (estimon/ uf Ms. Kdtherine jwdrtz, "'h.U,, R<?search Associate, 
The uroan institute.- 

fr^i^re were three major points in Or. Swartz's testimony, which 
.4ppedr oeiow a' summarized in ner statement, tach summary is 
^uiiuwecJ 0/ our comments. 



"irit? Hamper of Americans under aye 6b who do nut have 
neaiin insuCdnce increased oy a third Detween 1979 and 
i9di!, reversing a 30-year trend. In 1979, million 
Americans, or 1^ p'Tcent of those under age 65, lacked 
puoiic ur pi-ivate -alth insurance. By 1 982 the numoer 
f)d(i <jrown tu 38.6 million, or 19 percent of those under 
d^if 

Ine HIAA wds asked to reconcile its estimate of 10-15 
miiiiun uncovered person*, at the end of I9ti2, with the 

iniiiion figure quoted Dy Or, Swartz. The data used 
. '.wart/ were gathered 0/ the Census Bureau in its 
MdrcN hijjsehoid survey^, wrien questions on health 
LfTSarar\ce Coverage «re dS»<eJ by the interviewers. The 
PAtpnt of neaitn insurance coverage reported in sjch 
':,uiv(^ys IS subject to a variety -ton-sampiing errors, 
*,r. iL-r. rpsuit in sun tan 1 1 a i underreporting. Dr. bwatz 
ijseu tr^e nuoiuers uf uncovered persons derived from the 
suT/e; witnijut correction fur underreporting, s her 
prifr..jry intention hus to stiuw the generbi change in 
ufK :jv' :t:.J persons over tifiie, and not the precise number uf 
.>r (I u . e r . 

I- or to j:tdu\ d .Tture r«finej estindte uf uncovered 
,^'•1 .ufv., fiD.f. lie cvn'^'jh Gdta, an adjustment shoulo oe iiade 
! ji t.-i;,e -t i; c idssi f ieij . Irie extent of 

.,1, u'l : ffju i t in ^ , fK)«ever, is (Jiffic .iit to iT^eai,uie. Une 
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retail loformoLlon, potantlai errors Inclado th« inaDility 
to obtain coinplole Inrormation, definitional dif ficuities , 
differences in the interpretation of questions, etc. In 
our Judgment, perhaps of those actuaiiy covered by 

group Insurance were includeo with the uncovered in the 
census data. According to Or. Swartz, the data show 130 
million covered by group insurance alone. That means 7 to 
10 million persons actually protected under group plans 
could nave been counted as uncovered. 

with respect to the underreporting of persons covered 
under Med*c-<ic< Dr. Swartz estimates, on a very rough 
basis, t.iat perhaps h to ^ million more persons might 
actually be covered. In our view, there is also 
underreporting among persons covered by private individual 
plans. To account for these persons, as well as any other 
source of underreporting, we feel that perhaps another 2 
ffsiilion should be counted as covered. When these are 
combined with the underreporting of group insured persons, 
we believe tnat at least 13*17 million persons should be 
subtracted from the figure of 38,6 million uncovered. On 
that basis, the estimated number of uncovered persons is 
between 21.6 to 25,6 million porsons, which is closer to 
the HlAA estimate of 10-15 million, 

rte Dclieve there are other factors that account in part 
for the remaining difference with the HIAA estimate, we 
ha^e not, however, attempted any further reconciliation, 
Whpn estimates are derived from different data bases and 
(nethodologies , attempts to explain relatively small 
jiffcrences tend to become speculative, Tne following 
past estimates of the uncovered population illustrate the 
possiDle variations when different data bases and 
metriodologies are used. 

fCdT tstimated Number Estimated by 



of Uncovered 
dil ages 
(millions ) 



i'^ It. 



1^-iV 

u-ib 



Congressiondl Budget Office 
Congressional Budget Uffice 



1 t . w Jd r t e I 



wiiensky and waJden 
National Center 
For Health services 



KRsearch 
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Tho p«it HMO currant estimates eii reflect reasonab e 
approaches, and no one estimate IB cieariy ^^Pfjlor to 
otners. A conservative view» based on aii of the data, 
might be that rouyhiy 15 to 25 milii- n persons under age 
65 were uncovered at the end of 1982. 

"The increase (in uncovered persons) is due in large part 
to the 1981-62 recession. The direct effect of the 
race sion was that many people lost tneir Jobs and thereby 
'lost health insurance for themselves and their 
dependents. But the recession also had an indirect 
effect; It caused many 'firms to look hard at their 
Bscaiating health insurance costs, Firms are now 
requiring employees to pay a larger Share of the Premium 

as well as more of the direct ^^^^V^^^?^ ^.^^^iJ^^' 
has in turn caused worKers to look hard at their expense 
for health insurance, especially for family coverage, 
wnicn many decided to drop. The increase in the numoer of 
u-ansured Americans due to this structural change in 
employers' attitudes tdWards health insurance will not 
decline as our economy recovers." 

We aoree that sharp rises in health care co^ts in recent 
years have led to large premium rate increases. Employers 
are tending to introduce deductibles in benefit areas that 
-ere furmerly first dollar, and to increase existing^ 
Seouctibies. we do not agree, however, that employees in 
any significant number are electing to have their 
dependents uncovered, even if employee contributions may 
oe yreuter tnan oefore. 

The statistics cited oy Dr. Swartz to support her Position 
are that the number uf uninsured chi dren 1 ving witn an 
Insured parent increaseo from 1.95 million in 1981 to A. 2 
million in 1982. Also, tnat the number of uninsured 
dtJuUi living with an insured spouse rose from 2.J5 
million in 1981 to ^..3 million in 198^. we are hesitent 
to accept this data as evidence that dependent coverage is 
oelny deiluerateiy discarded, ihe total "^"'^er of 
uninsured cniiaren based upon the census surveys was U.95 
n Uion in 1981, and 1^.8 million in 1982, which is a 
,Ugr.t aecredse. Tnus, if tnere were in fact an Increase 

f uninsured children living wliri insurea 
•...rents, mere nao to oe an alirost equal decrease in ine 
;,u.ni,er of unin!,urea cnilJren Uviny witn uninsured 
...fpots. The Odta IS difficult to interpret, and shouU. 
^<j.„.uw oe further refined oefore conclusions are reacheo, 
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In ufdot to 'inovl more light on this matter, we contacted 
bij^'of our iciryest member companies who write group 
insurance on e nationwide basis. Three of tnese companies 
could not find any evidence of c trend to decreased 
dependent coverage. Thfe other three companies noted some 
&igns of a slight decrease in the proportion of employees 
witn dependent coverage, generally in the small group 
Cdtegury. tach company, however, attributed that to the 
elimination of duplicate dependent coverage, where both 
parents work and both had dependent coverage. Although 
the data is sketchy, it may ue that increased employee 
contributions are leading to reduced duplicat. dependant 
coverage, uut probably not the elimination of all 
Insurance . 

• 

"This part of the recent increase in the number of 
uf\insured people adds a note of urgency to the need for 
more diverse forms of insurance in particular, 
catastrophic heaxth insurance." 

Catastrophic health insurance generally refers to 
comprehensive major medical coverage with a high maximum 
limit. Dr. Swartz refers in her testimony to low cost 
catastrophic coverage, which requires substantial 
out -o f-pocKet amounts in deductiules and coinsurance. The 
r>igher the deductible, the lower the premium; As a 
cuncept, low cost catastrophic health insurance is 
attractive and insurance companies have bee » offering such 
Policies in the individual market for many years, 
^^'utentiai ouyers are the self-employed and others without 
yru^ip Insurance who are willing to self insure a' large 
deductible amount. These policies have not, however, 
proved to &e as popular with consumers as basic coverages 
or low deductible compreriensi ve major medical. In group 
insurance, there has been virtually no demand for high 
deductiule major medical coverage, unless it is to 
Supplement a program of extensive basic coverage. If 
there were a demand among employers for low cost 
catdbtrophic coverage only, it woulo be readily provided 
D/ carriers. 

ur. Swdif2 ma/ nave intended that a low cost catastrophic 
Lovefdije oe offered as dn alternative option under a group 
insurdnce plan, to '^q elected by low income employees. 
Tru; advantages ciai-ned for such coverage are that the low 
incoiite family would oe more willing to secK medical care 
when neeoed, and there would be less free care to be paid 
fur Dy society. From tne point of view of the low income 
*"dT<.i/, nowever, the large out-of-pocket expense required 
to fTidKe catastrophic insurance "low cost" would be a 
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dotprreni lu '.fleeing medical care. Furthermore, the 
out-or-po.Ket e/tpeose couUl oe an intoieraule ourden when 
medical expenses are incurred, and society mignt Dear much 
of the cost anyway**. Much depends upon the balance DetweeO 
acceptaDle "low cost" and the required amount Of 
out-of-DOCket expense. I. 'S not entirely cieai that low 
cgst catdstropnic coverage would be a good solution, 

There are uther prooiems with high and iow options under a 
'grouy plan, which involve adverse selection. Each year, 
employees would elect the insurance plan that Dest serves 
their immediate mecJicai needs. The working of adverse 
selection eventually leads to severe distortions in the 
premium rates for tne two options, and undermines the 
financial staoility of the group plan. 

Testimony of Ms. Aiice Kitchen - Kansas Women's Equity Action 
League. 

Tne testin^ony presented oy Ms. Kitchen descriDes the problems 
of mid-iife women between age ^5-6t> without medical coverage, 
wnich are summarized as a lack of ?ccess and af fordability . 
Tneir studies have shown tnat such women are either not in the 
work force, or wotk part time in low paying Jobs without health 
oeneflls. They depeno upon their husoands for heaitn coverage, 
dna, if widoweiJ or divorced, experience many problems in 
securing replacement coverage. 

Miu-iife women In tnis category encounter the same proDlems 
tnat are fdceO uy many persons who no longer have access to 
qroup insurance coverage. That is not to detract in any way 
from the emotiunal ana economic stresses that accompany a 
spujse's deatn or a di/orce. we only note that the mid-life 
«umen are a special ex.i hpie of all persons who lose group 
cuverage antJ suffer a lack of access and affordaoility . If 
tnere is a unique aspect about sucn women, it may be that tney 
nave more difficulty securing appropriate employmant and group 
coverage . 

Ms. Kiicnen identiUed nine specific oarriers that are 
en-'.Djntprpa . and we will address eacn of these separately. 

'Vidris iWciiidDie to furmt r dependents and their children. 

genprdii/ are nucn more expensive than tneir previous 

Ko.,p 'Overage. In continuatiun -ates the dependent pays 
thp ;ruip rdte luutn tne employer and tr e employee 
purtijr^;. dn'j in converraon rates, the premijo^ is usually 
douuit' it.ii jroop rate. (See attachment B. ) Individual, 
rates may oe less e;.pen3ive out are often aifficuit to 
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dcguiftj, nui pruviOo cotnparaDie coverage, and may 
exclude /ariojs fr«uiC8i conoitions. Only continuation 
rates provide tne sarre scope of coverage, usually the 
other plans nave high deductlole, high costs, and minimel 
oenefits. " \ ■ 

Tne trtO general points raised are (i) the cost of 
individual ^)Oilcies relative to group coverage, and (ii) 
tne scope of oenefits in individual poiiciesand the 
underwriting rules that apply. 

Tne Cost of Individual Policies . When former dependents 
^re aoie to continue under the group policy for a period 
of time, they generally pay the full group premium, that 
is. Doth the employer and employee share. For groups of 
^ten or more employees, that premium is a per employee (or 
per dependent unit) average of several actuarial factors. 
Such as the group's average age and sex distribution, the 
cldims experience, occupation mix, etc. The group 
premium also reflects relatively low administrative 
expense througn the economies of scale inherent in group 
insurance, as corfipared to individual insurance. 

An employee or dependent who loses group coverage can 
usually purchase a group conversion policy, -Such 
policies are a special kind of individual policy that 
rnust oe Issued without regard to the . applicants health 
status, if applied for within a prestrlDed period such as 
tnirty-one days. The premium rates for group conversion 
t)oiicles are age rated. The rates for older persons can 
suLjstantlally exceed the former group rate, which, as 
noted, is an average premium. 

Insurance companies age rate all individual insurance 
policies, including group conversions, since they cannot 
predict in advance the ag distrlcutlon of the 
applicants. If a company had a very large share of the 
individual marKet in a gi en area cr state, it might De 
dDie to Charge an average age premium for individual 
policies witnou . _ .g iosses. To De successful, 

tnat company must continue to attract persons at younger 
thdP a/eraje age, to suosidiiie tne older iiiureds. 

Tne Mjtjai of ijmaha Quarterly premium rates for group 
'-unversitjn major medical policies were cited Dy Ms. 
♦vitcri.'o m ner Attachment b. we have confirmed tnat the 
fdT.ei. jnu«ri are correct. This major medical conversion 
Oijri uro/idea very generous oenefits, and covers ail of 
t'le e^^enses usually found under a compi'enensive major 
fiieaiciiform. 
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Hospital foum onU tJoafO exijense is covered at the 
semi-private level af>d physicians' charges are covered on 
a reasonable uustomary Oasis. A deductlDie and 
coinsurance apply. This policy is very similar ^to a 
group comprehensive major medical plan, and serves as a 
counter example to tne assertion that only continuation 
under the group policy provides the same scope of 
coverage. In our view, the premium rates are not 
excessive, we have, in fact, t)een aovisea by Mutual of 
Omaha that suDStantial premium rate increases are soon to 
De m^de effective as a result of large losses. 

Mutual of OmahB also offers an individual comprehensive 
major medical poll;:i^ in its regular portfolio. That 
policy is similar t6 the group LonversiOn major medical, 
and premiums are lov^er, although underwriting 
requirements apply. \ \ 

(ii) indivioual Polijcies - Scope of Ben efit! and 
under^TFTTInq ftequireynenU . Tnere is a iarde market for 
rhdividual policies pnd many companies actively 
participate, A variety of policy forms is available, 
providing choices among basic coverages, comprehensive 
major medical, and high deductible major medical 
policies. The scope of benefits ranges from very 
lii^eral, which is the most costly, to relatively modest 
coverage which is muCh less expensive. The public can 
Shop to secure the best coverage they can afford. /We do 
not agree that individual policies are difficult to 
acquire, or that the scope of available coverage is not 
cdi^parable to group. ' 

With respect to existing medical conditions, applicants 
for individual coverage are asked questions in the 
application about tneir health status. If the applicant 
reveals the presence of a. serious disease, an extra 
premium may be required. When certain diseases are 
involved, however, sjch as cancer, stroke, severe mentai 
and nervous disorders, multiple sclerosis and similar 
conditions, most insurers would decline to issue a 
Duncy. When sucn persons are aware of their condition 
and lose group coverage, they frequently avail themselves 
of the group conversion policy which is issued without 
reference to health status. Uninsurable persons in seven 
stdtes also have an opportunity to secure coverage 
through an industry pooling mecnanism. 

It may also occur that applicants for individual policies 
are in reasonably good health except for a specified 
conditij)n such as an ulcer, slipped disk, the presence of 
a Kidney stone, etc. When it appears that the applicant 
will rt;quire < eaicai services in the near future, the 
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Insurn mu / uffei to Issue a policy with a rider which 
e^^ciudes tue spcci tic' cdndi't i6n .' Some medical conditions 
may oe temporary and may pe excluded oy r'oer only for a 
snort period of time. 

The oojectives of medical underwriting are to classify 
uppi Icdhts. tjy state of health to determine tho 
appropriate premium category, and also to control last 
minute- purchases oy persons who suddenly hiJve a need for 
meoical expense insurance, Aithough these rules appear ^ 
ds "oariiers" to applicants, the insurer could not obtain 
a predictable cross section of individual risks if peopie 
could purchase coverage oniy when needed. Group 
insurance can be issued without medicai evidence of 
Insutaoility when at ieast ten empioyees are involved, 
oecause other underwriting requirements are imposed. 
These are that all employees must enroil if the plan is 
non-contriOutory , and at least 75% must enroll if the 
plan is contributory. These participation requirements 
produce an acceptable cross section of risk. Since there 
are no corresponding safeguards in ir^dividual insurance, 
medical underwriting is required, 

ACCESS . "Former dependents may or may not find out about their 

conversion rights. If the ^tate has a continuation or a 
conversion privilege, there *is a time limit. 
Notification of the former dependents does not always 
nappen or happen in a timely manner. This leaves the 
dependent without adequate time during a very stressful 
period to make complicated decisions." 

E.very effort should be made to inform employees and 
dependants 'Of any rlQhtS to continue under the group 
policy or to obtain a (;onversion policy. C irtversion 
rights are stated in the employee's certifi ate of 
insurance, but that does not guarantee that the 
\ information has been communicated. -The erftployer is first 

aware of termination of coverage, and informs the 
employee of availaole rights. The solution to this 
oarrier probably Involves improved consumer^ education . 



\ 



\ 
\ 
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MS. Kitchen makes the point that a former dependent may 
be under stress and does not have adequate time to make 
complicated decisions. One possibility might oe for such 
dependents to secure a group conversion policy on a 
non-fn&dical basis, at leapt for a few monthi, and shop 
later for an individual policy that may oe more ^ 
■ api^ropriate . Group conversion policies often serve as 
\ interim coverage, until either group coverage is secured 

:nrougn new employment or so^ie otner arrangement is 
t made. 

\ 
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Pre-LxisUriu Cunjitiu n. "frying to secure health coverage with a 
pre-existing condition is line sending a youngster to 
school with Chicken oox--they don't want the child in the 
group. Insurers argue that this adds an additional risk/ tq 
an already high risk group. Tnis phenomenon is called 
•adverse selection.' However, 1 suggest to you that thq 
insurance cofnpanies' own actuarial tables do not supporjt 
tnis concept. (See attachment B.)" 

This suDject has oeen covered in item i above. The 
reference to insurance company actuarial tables is'unclear. 

Age Kating . "Most insurance companies except Blue Cross/Blue 
Shield in Kansas aye rate. This practice causes older 
citizens to pay higher premiums at a point in their li/es 
When their income ife shrinking." 

This Subject has oeen covered in item 1 above. 

Mge Oif rerentia_l ' "The practice of men marrying women younger 
than themselves can result in no medical coverage for the 
spouse when the worker spouse retires and becomes eligible 
for Medicare." ' 

Ihe proDlem raised is that of any retiree, or spouse of a 
retiree, wno is not yet eliolble for Medicare. Senator 
Heinz raisea this question in another context .by Inquiring 
as to the availability of coverage for workers between the 
ages of 62 and 63 whp take early retirement. 

Many employers today provide coverage under the group plan 
for retired employees and theii spouses. Such coverage is 
usually the same as for active employees, until the retiree 
did spouse, in turn, become eiigible for Medicare. At that 
time, the coverage is changed tg a Medicare supplement form 
of protection. 

Employees who retire before 65, and do not have an 
employer's retiree plan, may exercise the conversion 
^jriviiege. That would provide a group conversion policy for 
botn the retiree and spouse, on a non-medical basis, until 
each oecame eliyioie for Meoicare. If the group conversion 
policy was not regarded as satisfactory, the retiree and 
spouse could snop for individual coverage, as there are 
companies thdt will issue up to age 6A. In addition, there 
IS at least one large association of retired persons that 
offers its mefTibersnip group coverage at ages under 65. 

Part-Time Lmpioyment . "Dependents as well as single workers 
employee in part tine low paying joDS usually nave nn 
access to health oer^efitb." 
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If an impXuyar has u group health plant it *is usually 
available to full time employees and t^09e that work at 
least 20 hojrs per week. Thus, it is possible that workers 
wno are employed for less than 20 hours per week may not be 
eligible for the group plan. Although this is Abarrier, 
the issue of how many working hours should be needed to 
qualify for group benefits is debatable. 



Insurer Bankruptcy or Employer Termination of Group Plan . 

/'"This proDletn affects all formerly insured members in a 
i critical way. There is little recourse for these members; 
however, according to the Kansas Insurance Commission 
office, companies under the Jurisdiction 'of Chapter 11 may 
eventually pay off the claims they owe." 

Most carriers are financially secure* and insurer bankruptcy 
is a relatively rare event. When it occurs, the State 
Insurance Deportment usually takes action to protect- the 
interests of policyholders, to the e:i^tent possible. 

insurers cannot prevent an employer'' termination of a group 
plan. If tne plan is insured, however, the insurance 
company is responsible for any cl^alms incurred prior to the 
effective date of termination, provided the employer paid 
ail due premiums. " / 

Medicare Age . "This is not currently /a problem. However, if 
the recommendation of tne §ocial/ Security Advisory Council 
is implemented and the age 'is raised from 65 to 68, we will 
see 'a further wivlening of the gj^p for those without medical 
, in sura -ce . " / ** 

/ 

The 'availability of Incurance for retirees not yet eligible 
for Medicare was covered In item 5 aoove. If tne Medicare 
age were raised from 65 to 68, We would expect that present 
arrangements ^nd options would continue to be available for 
the added three years. r 

Sel f-Insur ing . "Tne Employee Retirement Income Security Act, 
tRlj^S has in its legislation a title that covers employee 
fringe and health Denefits. This section spells out 
administrative procedures for fiscal matters, reporting and 
Oiscjlasure practices for self-insured plans. Qecause these 
•ieif->lnsured medical plans that faJ^ under the Jurisdiction 
of tn'p LRlbH law nave minimal standards, many employers are 
no¥ cf^n6'sing to sel ''-insure , thereoy escaping tne scrutiny 
uf tne btdte Insurance Cooiml ssioner. Other reasons 
coiT.oanies self-insure are to avoid state premium tax and 
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regulatlunn. Ufidrti If^e r»?^uidlory vacuum of tRlSA, 
cumpdnies can write pion<) that do not cover certain medicai 
conditions, therehy e^ciudiny coverage that has been deem«a 
necessary and humane Dy fr^any state Insurance comniissions . " 

A seif insuied empioyer is aDie to avoid state premium tax 
end otner state iai#s ana reguiations that apply to insured 
•pidHs. Aithougn reference is made to ERISA, the ability of 
empioyers to seif insure iong predates that iegisiation. 
Ine trend toward ieit insurance on the part of large 
9'npAO/e.s ne^idn in the eerly i9V0f.,(ind was aiso motivated 
{)/ findnciai acvantdges in becoming !>eif Insured. 

Mithough seif Insurance is not new with respect to large 
• employers, there has been more self insurance in recent 
,edrs involving smaller size groups. Sma'.l groups cannot 
«ieif insure in the sense of taking tne financial risk of 
t)elr own Cidims experience. Instead, small employers Join 
*^el f - insured multiple empio/er trusts that are organized dy 
third part/ ciaim aamlnistrutorb , which conpete with 
iniuied giuop plans designed for small employers. Tne HIAA 
f liiy S'jp;;3rts the concept of insured plans and state 
rtjguiation of insurance. 

; . M.41 t i/« TTtrrrier ^ 



Senator Dukenberger. Dr. Swartz recommended to us among 
other things a need for low-cost catastrophic health insurance cov- 
erage and for rfiore choice among health benefit plans. I wonder if 
you might just comment on trends in that area among employed 
populations and the trend in the insurance industry of making 
available a variety of plans, including low-cost catastrophic bene- 
fits. 

Mr. DicKLER. Well, low-cost catastrophic plans are only low cost 
if you have a high front end deductible. That's what makes them 
low cost. I have been involved in health insurance for over 25 
years; and in all of those years, I have never seen high deductible 
plans sell well either on a gtoup basis to employers, or in the indi- 
vidual market to individuals. 

I believe Americans by and large want first dollar coverage, and 
they are only turning away from it now slightly because of the 
hign cost. When I say we are seeing shifts to higher deductibles, 
I'm talking about $100 deductibles going to $200 and $300. In an^ 
other 2 or l\ years they might reach $400 and $500. But with the 
eiscalation of health care costs, after you adjust for inflation, these 
really aren't high deductibles. 

In order to bring premiums down to what might be called low 
prictN you have talk in terms of front-end deu ^tibles of possib^ 
$l.ll()() to $2,0(10 and higher. Many companies offei individual major 
medical policies with high front-end deductibles-$l,000, $-2,500. I 
even know of accompany that offered a $10,000 deductible policy. 

Traditionallyi Biowever, sales of such policies have never been 
hi^h in the individual market, and I don't know of any group 
buyers interested in that kind of coverage. 

Sejititor DuiiK.NHERCiER. Ms. Kitchen in her testimony talked 
about a variety of problems that mid-life women have with the in- 
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Hurance induHtrv to go beyond the need for unisex insurance, which 
1 won't even ask you about. But among these issues is the issue of 
cost. And I think you heard her testify that the plans available to 
former dependents and their children- generally are much more ex- 
pensive than their previous group coverage. And the continuation 
rptes for dependents when the dependent pays the group rate and 
both the employer and the employee portion, the premium is usual- 
ly double the group rate. 

Attachment B, which I don't fully understand, is a' Mutual of 
Omaha quarterly premium table for major medical conversion 
plans. And it shows how, depending on this deductible, there are 
quite a disparity in rates between males and females. 

Would you discuss the problem that she rai'^es for us?' 

Mr. DiCKLER. I think I can if we are talking about a divorce situ- 
ation that occurs when the woman is in her 40's or 50's and she is 
not working herself— and that is what the problem is. If the di- 
vorced wife or husband, whatever the case may be, is employed, 
and continues to have group coverage, I don't think there is a prob- 
lem situation. , 

The problem is when you have the traditional homemaker who 
suddenly finds herself without a spouse, maybe a meager divorce 
settlement, and very little funds with which to purchase insurance. 
If she could find employment where there is group insurance, that 
would be her best alternative. If not, she is probably in the catego- 
ry of low-income persons without access to group coverage, who 
have to shop in the individual market or possibly buy a policy 
^through mass enrollment. That is a problem she shares with many 
uncovered people who are low income. 

I believe quite a few women in that category experience cultural 
shock because they didn't formerly consider themselves to be low- 
income people, but that's exactly what they wind up being. 

Senator Durenberger. I hate to keep using you in this way, but 
I guess that's what you are here for. I Wonder if you wouldn't take 
a look at the testimony on behalf of the Women's Equity Action 
League in Kansas where they deal with a variety of these kinds of 
issues— cost, access, preexisting condition, which we have already 
dealt with, and age rating, age differential, the problems of self-in- 
sururs and so forth—and then perhaps address some of the ques- 
tions that were raised here at various times. John Heinz raised it 
relative to the under (if) population group. Give U3 your opinion of 
what the insurance industry is able to do and why it has to do 
some of these things that it is doing so that we will have it as part 
of the record. 

Would you be able to do that? 

Mr, DicKLEu. Be happy to. 

Senator Durenberger. Would you give us some idea about what 
is happening on the self-insurance side? I know it is sometimes a 
problem for you, and sometimes not. But it seems to be creating a 
pr()bl(»m for some people, including some employers who have de- 
cided to go that way. Maybe if you could just give us a little over- 
view ')f the impact that the trend toward employer self-inaurance is 
having on ei^h^r the cost or the availabilit> or the benefit struc- 
tui^ in health insurance. 
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Mr. DicKi.KU. I would be happy to, Senator. I think it's a question 
of perspective. Sell insurarjee didn't begin with ERISA, although I 
think ERISA stimulated interest in selfWnsurance. Many of the 
large corporations of our country have self-insured their group in- 
surance programs for many years, while maintaining a very close 
relationship with their insurance companies. The carriers continue 
to do many of the things that an insurer would do anyway even 
though they no longer bear the financial risk. They continue to 
process claims, prepare employees' certificiites, provide conversion 
f. policies, et cetera. Many large corporations would go self-insurance 
and little would really be changed. 

It was a financial arrangement more than anything else. In 
recent years there has been more of a tendency for self-insurance 
to be adopted by smaller-and-smaller groups. We have seen the 
growth of what we call TPA's third party administrators. There 
have been many firms , o into the claims processing business and 
solicit small groups who participate on a totally uninsured basis. 
Th(» employet»s have their claims processed, and the employer pays, 
I suf)|)()se, what he thinks is a premium or something similar to a 
priMuiuni. It's all right as long as the funds are there to pay the 
claims, but the benefits are not insured. The plan is not under any 
State n^gulalnry system Many States I think, are trying to figure 
out how to r(»gulal(» such arrangements. No conversion policies are 
pr()vid(»d. You have none of the usual safeguards that have grown 
up over the years in a regular insured |)rotri'um. 

ScMiator iiuKKNHKiuiKR. What happens with regard to mandated 
bent»fits. I mean when the U^gislature in Colorado mandates a set of 
benefits. Does that apply in the self-insurance situation? 

Mr. DicKi.KK. Normally, Senator, these laws only apply to group 
or individual policies issued in that State. 

Senator DrKKNHKUtiKK. You get stuck with the mandates. 

Mr DicKi.KK. We g(»t stuck with the mandates. They do not apply 
to sel(-insur(»d programs, whether a large or small employer is in- 
volved 

Onv of the big [)roblemH ol mandates, is when they apply on an 
extra territorality basis. That is a problem for groups with employ- 
ee's in several States since it can disrupt a nationwide employee 
f)eiiefit plan 

Senator Di.hknhkkckk. All right, thank you very much. 

Thank all the witnesses this morning. And I hope that you will 
all stay in touch and follow up on the directions you got this morn- 
ing. I appreciate it. The hearing is adjourned. 
, I Whereuf)on. at 1 l.iiO p.m., the hearing was concluded.] 

\\\y direction of the chairman, the following communications were 
made a part of the hearing record:] 
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STATKMENT t)F THE 
AMERICAN PROTESTANT HEALTH 
ASSOCIATION ON HBALTH CARE 
KOR THK KroNOMICAtJ.y DISADVANTAGED 

? Mr. Ch/jlrmrwi anO Members of the Snbcommlttoe , ♦he American 

ProtM'itant Health Association ("APHA'M a )prGclat.0R this 
^ opportunity to present Its views on the critical issue of 

hf?.ilth cart) for the economically disadvantaged. We commend 
thn Subfommltteo for holding hearings to examine this Important 
issue in depth. 

Tfi»' AHHA \\\ (•omj)rlsed of 300 Institutions, agencies and 
nntsing homus across thr? country, and with 2,000 personal 
members in i^s »1lvislon, the College of Chaplains, The APHA 
v./i • hospitals in IH strites, tDtalUng 60,000 beds, and its 
}u»sit i iri» located in both rur.^l communities and the inner 

citlfs. Although tho APHA hospltcils are church-related, they 
rec.Mvp littlo or no direct financial support from the church, 

in indivislMe part ot thalr religious commitment, 
t APHA hrjspifils sorve large proportions of Medicare, 
Mr'lir.ii.) .uvl r-hrirH-y caro patients. With respect to t e 
litf^r, t h- r'-rm "rhnrity care" may be defined as the provision 
>t hn.iHh ccir*? services tn patients lacking Medicare, Medicaid, 
Minn f r .'.r., ntht?r third party insurance and wh<) are 
,»th.-rwl?M 'ihit.l.* to piy for medical servlres, Such patients 

ly .ind It'rmlnally 111 and impover Uhed 
.'^cti, t'l.i, they arn unsmployed . Thus, fhp APHA 
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hospitidU are, In effect, "safety net" institutions of last 
nvinrt for citizens, 1 r^-espe ct Ive of the severity of their 
lllniJSfluH or inability to pay for merlical services. Recent 
flata inriicates that the safety net institutions, such as the 
APHA hospitals, ^ave resulted In the reduction of health care 
tr«>*its ind tho increase In competition in our health system, 
while continuing to provide health care services to » . mployod 
and uninsured persons. The sfirv i^:es {iTov Ided hy these 
hospitals are clearly of benefit to the Medicare and Medicaid 
prn.jramH, rithor Insurors, the health caro system and the 
community at larg'?. 

Th»trr^foro, It is crucial that such safety net hospitals 
contlnuf? t.f> bf» flbio to provide fhe greatly needed medical 
s«rvi.:es they now offer. riifltorlcally , philanthropy paid for 
a substantial portion of the costs associated with charity 
oare. These philanthropic subsidies declined with the advent 
fSf Me.ilcare, Medicaid ^nd t\\<d growth of private insurance. 
Which generally will not reimburse for charity care. Hospitals 
with large numbers of charity care patients now face significant 
threats to their financial viability in the short-run because 
of lnade#iu.jte cash flow and in the long-run because of limited 
avalUhlllty of capital funds. This follows since hospitals 
wUh thP lar.jRflt charity care burdens, by definition, have a 
smallRTpool of charge-paying patients on whom to shift the 
burdens associated with the f .rmer. Thus, these hospitals 
may nn^ ho <ihU to pay promptly their creditors and employees 
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and may not have sufficient retained revenues with which to 
finance capital i.voiects, Their access to debt also may be 
dfiversely affected by their low cash flow. 

In order for safety nef hOflj)ltals to be able to provide ^ 
a vital community service, their special requirements must be 
taki^>n into account. In this respect, the APHA urges that the 
special newds of the}lr hospitals (and Other hospitals providing 
charity care) that are in financial dlst^^ess because of their 
providing uncompensated charity care be considered and 
ad«lrf»HSPd t)y ^hi» Pongress, These shortfalls are not alleviated 



by tne Mod i care/Med lea Id programs or third party insurers and 
are exacerbat »Hi because of the growing concern about financially 
rlisrressed hospitals, Kor instance, the National Center for 
HeiUh Servient Research of the Department of Health and 
Human Services hao estimated In its Report, dated June 1983, 
that between one-quarter and one-third of voluntary hospitals 
ar<? unable to yenerat*» sufficient revenues to pay expenses. 
In part, because of thoir providing services to patients who 
art? unable to pay for them. It is precisely because charity 
can? patif^nts are ineligible for Medlcare/Medicaid or other 
Insurance that they fall Into a twilight zone of health care 
which is being me by safety ne . Institutions on an uncompensated 
h/isi«» ^ 

The APHA, therefore, urges this Subcommittee to Identify 
certain criteria which would provide the basis of some form 
..f .iMMisfflnrM in those hospitals which are reaching the point 
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ot becominy financially distres.^d. For instance, such 
criteria may include whether the hospital in 'question is 
serving such charity .-are patients, the percentage of such 
patient population and the effect on the hospitals' financial 
hoai.h of providing charity health care. Any equitable 
assistance program, however, should not erode the marketplace 
forces now at work in the health care industry. We would 
urge the Congress to have the Department of Health and Human 
Services take the necessary first dtep by reporting to the 
CongroHs by December 31, 1984 on the scope and parameters of 
this issue. 

The APH/V wishes to stress that it is not adv^ocating a 
program of national health insurance for hospital services. 
To the contrary, the assistance called for by the APHA should 
he provided only to those hospitals which are in financial 
distress because of their providing charity care to patients 
unable to pay their bills. 

In conclusion, the APHA believes that it is vital that 
hospitals receive some form of assistance to enable them to 
continue to provide charity care and that the assistance 
itself be separate and distinct from the Hospital Insurance 
Trust Fund. We appreciate this opportunity to present our 
views nn those vital' Issues, and the APHA stands ready as a 
resource to work with the Congress and the Department of 
Health and Human Services in the months ahead to develop a 
system which will prote.rt the public ^nd the financially 
distressed hospitals. 



.90 



87 



Statement 
of the 

National 
Association 
ot-Chain Drug 
Stores, Inc. 



BEFORE THE ■ 

DEPARTMENT OF HEALTH AND HUMAN SERVICES 

TASK FORCE ON FEDERAL PRESCRIPTION REIMBURSEMENT POLICY 



SEPTEMBER 12, 1983 



NACDS 

NiliOhil Astocliitlon of C^•ln Drug Stortt» Inc. 
P.O. Box 1417-049 
AltxandrU. Virginia 22313 
703-S49-3001 



91 



88 

t 

. tOTHODUCTION 
Mr. chairman and Members of the Ta?< Force.* 

I am Vincent Gardner, vice Presir'.nt of the National Association 
of Chain Oruq Stores (NACDS) , My background includes degrees in 
both pharmacy and business administration, In addition, I h-ve 
taught economics and business at the a<7hool of Pharmacy, Univer- 
sity of California at San Francisco from 1957 to 1967. From 1968 
to 1979 I served In various positions within the Department of 
Health, Education and Welfare. My las*: position was Associate 
Administrator for Pharmaceutical Reimbursements of the Medicaid 
Bureau, HCFA, and Chairman of the Pharmaceutical Reimbursement 
Bo.ir i. Accompanying me today is Nancy Buc, formerly FDA General 
Counhel and now in private practice. 

r i;oli'?v'> I h'lVQ a rather comprehensive understanding, of the 
D'jpartrnenf s pharmacy reimbur seT.ent regulations since I served on 
•he coTj^ittG'; that helped draft many of them for HEW Secretary 

Cdsper v.'einberger. X was then given the just punishinent of having 

... 

to laTinister them. During that time I attended or presided over 
r.my meetings on these regulations, and I empathize with the mem- 
bers of the Task Forre. I wish to express ny thanks for allowing 
'.'ACDo to testify today. 

Th<? National Association of Chain Drug Stores is a non-profit trade 
ai^-^ociation which represents nore than 160 chain drug store 
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corpoir«feion« op«irfttlng ov*ir..iS,000 pharmooies throughout the 
United States. Since the inception o£ the Meaioaid program, both 
MAGDS and Ita individual members have worked closely with the .^^ 
Department and state Medicaid administrators in an effort to de- / 
valop policies that will provide prescribed drugs to beneficiafies'. ' 
at reasonable cost to tajcpayers, ' ' 

The Association and its membets are particularly concerned with 

two part* of present regula^tions covering reimbursements for^j^^/, 

scribed drugs. They are the sections which j 

• . limit reimbursements fo the lower of (1) ingredient cost 
of the drug product, ^ not to e:<ceed the federally 
establ^ished MAC limits, if appliqable, plus a dispens- 
ing fee, or (2) the pharmacy's usual and customary 
retail price and,, 

. the new regulations which require pharmacies to pro- 
vide services even though a recipient cannot pay a 
state imposed co*paymant.^ 

We have over the past two and one-half years requested the Depart** 
ment to review the "lower of" provisions, and have recently asked 
the Secretary to review the-^ co-payment rules* We are deeply con- 
cerned that these provisions which both our members and the members 
of the National Association of Retail Druggists (MARD) believe 
should receive the most attention were not .mentioned' as areas of 
concern In the announcement of this meeting. We hope that this was 

J 



1. The ingredient cost is the price the pharmacy' pays its' 
supplier --,a manufacturer or distribufiar of the drug. 
2.. 45 CFR Part 250. 30» // ' *- 

3. 48 Fed. Reg 5731 (feb. 8, 1983'). 
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ujfiintiindid oversight by the T««K Ip'orce and not an indioation 
of disintetest in tha oonoarna of phdrmaoy owners* 

'I 

Wa believe in the necessity of providing prescription drug bend- 
fits to the. needy persons in our society ^^nd intend to continue 
to provide those services. But without some reUef in th^se 
two a?fea$* many pharmacies will be unable to remain in business 
in «jpite of their overall efficiency of operation/ ^Althou^h 
these Regulations have to some degree always operated unfairly 
against retail irjg stores, industry developments in recent years 
have made them particularly onerous* /As more fully explained be-' 
low, they now not only deter ^fSiciency and oompi&tition among re-/ 
tail drug stores, but also make participation in the Medicaid p^o^ 
gram a losing proposition. 

Xf the Medicaid program is to remain; effective, changes in the re* 
imburaement aystem mush be'ma^^e* I wish to address these two areas 
separately. ' ,^ 

The retailrvorice of a prescription consists of three components t 
(1) the IngrWient cost Of medicSitj^onj (2) other costs, including 
rent, salariesN^vendory carrying costs, administrative oosts> and 
utilities; and (3) a reasonable profit, which rewards the pharmacy i 
owner for investing capital and assuming the business risks a'sso^ 
a ted with operating a prescription department. 
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PhArmft0l«i ootnmonly orto of two priof?r^«thoa$x^tn^«rriving 

i:et«4i pfi^tB* /The first, Of «h««d metbbds ^KvsQlves a pQ5:c6nt^?-*" 
a^e m^^k-up on J?ne ingredient^' oosc of medioation* When the ingredi^ ' 
enfe,W»t Is low, the mark-up may not fully cover all the other cost$ 
mentioned above, much lesa a ptrofi^* In other dase$, when the in* 
gradient coet is greater, the percentage mark'^^p will cover other 
6ott8 and profit, This pricing ayatam produces a profit when the 
average ma5^k-up (in dollars) exceeds all . costs* 



The eecondf and {finch less common, pricing mediod is to add a fixed 
dollar amount t^ the Ingredient cost of 'thj^ product, l^hia fixed 
dollar mark-u|> or fee Is based upon the ^j^umption that thJ other 
costs (IjS.*' o^^h^ than^^^ cost of the drug) are the same i^or all 
prescriptions and are^i^^fl|pC«l&& to the cost of the drug product* 
Wheh the product cost is high', however, the basic assumption no 
longer holds, because the ^Inl'sntorj^corrying charge for drug pro- 
ducts varies. directly with the cost of the product. 



:tly with t|\e 



Which ever pricing system . ifercentage mark-up or fee serveis as 'the 
basis of retail price, the {jtot^al retail price will be modified in^ 

numerabie times, usually bei^ause of competition* ThuS/ just as 

i . ■ . 

some products in grocery, stiores serves as loss leaders, so may 

particular prescription, dr\jlgs> When a competitor reduces a price, 

other drug stores may jf^aveito do the same. A new pharmacy may have 

a grand opening sale -on drig A, *4nd\thers in the neighborhood will 
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respor^ fey mfitti'ng or b**t;J^f/tihe '^ri06 on drug A or by slashing 
their ov^^pi?irp.e$ drt drugs ^"Slfid Q* In 6h6tt, in order ta remain 
•oompefeitive, drug stores must meeii**>nd beaife prevailing meirket 
'"^rioe'«i whether or not those prices correspond to the price de-^ 
fcerminod by the basic pricing 3y$t^'» 

The Medicaid "lower of" regulations enploit this situation by com- 
4>aring the competitively set* market price p£ a drug against a 
price determined by a fi>ced regulatory formula apd then choo sing 
the lower of the two > The'lsual and cistomary orice will be 

lower ,,than cost plus fee when^he prodict iirTr loss leader-or* 

otherwise subject to intense competHiw. /Co^t plus fee will 
be lower than the uiu^'l and customary pUoe jyhen the cost of ' 
the drug and/or the istat^-set dispensing fee has been allowed to 
fall baW market levels*^ Thus, the Medicaid reguiationa seb 
up a d|l.a|»lc "Headf'^l Win, Taifs Vov^ l.ose'* situationt when the 
usual/ ^ customary pri(?e is higher ^han .the gov^ernment-set cost 
plusAfli^: Medicaid r^imburW^' oniy^ ^he latter? wft^'^'he cost plua 
fee is the higher, Medicaid pays only the usual and Customary price* 
Medicaid in effect piirchases all drugs whose prices ar^> low bew 
cau:»e of competition and all ^rugs whose prices are low\eoausje 
of regulation, never giving the pharmacy a profit large enough to 



cover/ the Ic-ses. 



4 . See page 6. 
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Significantly/ If Medicaid wara the sola purchaser of prescription 
drugs, pharmacies would have.no incentive to compete on price. If 
they simply ^^et the usual and customary charge higher than the cost 
plus fee amount, they at least would guarantee themselves the govern- 
ment?feet ijrice, which, as discussed below, is itself often inadequate. 

INADEQUATE REGUa^ATORY FORl^ULA 

The inequities of the "lower of" squeeze are compounded by the fre- 
quent inadequacy of the state-set dispensing fee. For example, if 
i drug's ingredients cost more than the state allows, or if the 
drug store's actual nark-up (reflecting its costs and a small 
profit) are above the state-set dispensing fee, which is supposed 
to cover gross profits, Medicaid participation results in not only 
no profit, but actual loss. 

State-set dispensing fees are a serious problem. When the govern- 
ment" first pron»ilf;ated the "lower of" regulations, mark-ups were 
about equal to acquisition costs. Since then, however, ingredient 
costo have risen, which means the pharmacy must expend more in in- 
ventory cobts. But state-set dispensing fees have not kept pace. 
AS a result, th*? dispensing fee does not cover other costs, much 
less a "ofit.^ Remember, too, that when the dispensing tee is 
artificially low becuase the states have not rais'^d it, the 
"lower of" nqueeze will occur more and more often. The problem is 



5 A recent study by California State University, Chico, under- 
scores this point. This study concluded that "Higher product costs 
directly affect pharmacists, who face even larger dollar investments, 
while at the same time dispensing fees are tending to rise at a 
slower rate The resultant disparity has created a situation where- 
in the return on inventory for rharmacists has gradually decreased 
for most products, and dramatically decreased for others. The High 
Cost? of Therapy by Dennia L. Hefner, Ph, D,, California State 
Unive: Uy, Chico (1983) . 
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further exacerbatsd whan ingredient price limits are lower than 
the pharmacist's actual acquisitioji cost. 

In summary, the pharmacy has three opportunities to lose money 
under Medicaid reimbursement regulations: once because of the 
"lower of" provisions, once because the dispensing fee is too low, 
and once because the ingredient cost paid Js too low. 

The result is that pharmacists are subsidizing Medicaid. To im- 
pose these costs on one particular segment of society - indeed 
one particular type of provider which is necessary to the success 
of the Medipaid program - is both illogical and unfair. Congress, 
in passing the Medicaid Act and its subsequent amendments, has 
continually demonstrated its intent to prevent providers from being 
made involuntary Medicaid cost-sharer?, and th^s intent should be 
honored. ^ 

It is, moreover, simply illoqical to place this burden on pharmacists. 
As Medicaid becomes more and more expensive for drug stores parti- 
cularly, many will be forced out of business, thereby limiting the 
ability of recipientfl to take advantage of Medicaid services and 



6. The Kerr-Mills Act, for example, which contained the original 
Medicaid Act, raquired Federal Medica^.d ausistajiCe to be noo per- 
centum less the state percentage," 42 U.S.C. 1396d(b), evidencing 
Congress* intent to fund the program entirely from state and Federal 
contributions. The 1965 Amendments to the Act underscored this point, 
again stating that participation by the States was to be equal to all 
of the non-Federal share, so that lack of local funding would not 
affect the benefits provided. 42 U.S.C. 1386a(a) (2). 
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reducing competition which will increase health care costs to 
private consumers. No doubt this turn of events will also cause 
additional frustration with and animosity toward government pro- 
grams, leaving a significant and important segment of society feel- 
ing* not only alienated, but taken advantage of as well. The vital 
role played by dr-g stores, as well as the ease with which the pro- 
blems created by the "lower of" provision, could be avoided merely ^ 
by repeal, suggests that effective action should be taken quickly. 

in the absence of some remedial action, pharmacists will be forced 
to compensate for losses generated by Medicaid sales by charging 
higher prices to private patients. Since the elderly currently 
account for approximately 26 to 30 percent of all prescription 
drug expenditures, this cost shift will create a situation in which 
they wiU be forced to spend more of their income on health care. 
This will in turn reduce their disposable income, and, ironically, 
add to the ranks of Medicaid (and to the cost of the program to 
taxpayers). In addition, as prices to private consumers rise, 
third party premiums will rise, adding to the already sprialing 
national health care costs. 

This trend could be slowed, if not entirely stopped, if the "lower 
of" provision were simply eliminated and p.iarmacists were allowed 
to charge Medicaid competitive market prices. Such action would 



7 Drug stores have in the past made prescription benefits one 
of the most cost-eff-ctivp oorticns of the program. In fiscal 
vLr 1992 Medicaid .imbutsementa for drugs were SI. 59 billion 
^ ! fnr 5 3 oercent of total Medicaid payments. For 

Such'' fe"c ?Je °ess'to Te^unSerSined because of inequitable re- 
imbursement policies would be a great tragedy. 
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not significantly raisa the coat of Medicaid. Indeed, the "lower 
of" provisions have never saved the government much money. Alter- 
native plans could insure efficient Medidaid service without burden- 
ing the retail drug industry. For example, if, as NACDS recommends, 
reimbursements were based upon market prices (the usual and custo- 
mary charge. to the general public), an upper limit at the 90th 
percentile of all charges in the state for the san^.e product could 
be imposed to ensure that the Government would not pay unneces- 
sarily high prices. 

THE COMPETITIVE RETAIL DRUG MARKET 
As more fully discussed below, the competitive nature of the retail 
drug industry assures the delivery of low-cost high-quality drug pro- 
ducts and services to all consumers, whether they pay their own bills, 
have private insurers pay them, or have fledicaid pay them. Despite 
this I rony competition, however, government regulation rather than 
competition has played the leading role in setting rates for Medicaid 
pharmaceutical reimbursement. In other words, instead of reimburs- 
ing prescription drug purchases at the same competitively set prices 
available in the open market. Medicaid agencies reimburse pharmacists 
at price levels determined by various regulatory formulas. Over 
time, such regulation has, predictably, introduced distortions and 
unfairness into the reimbursement formulas. Moreover, the regula- 
tory mechanism is itself costly. Since competitive forces are more 
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than adequate to hold down retail drug prices, and since the tax- 
payers' money must be used to pay- for all this extra regulation, 
it is time to take a hard look at how to inject more competition 
and less regulation into Medicaid reimbursement for prescription 
drugs* 

The existing Medicaid reimbursement system is very much the product 
of a different era in public policy thinking. If we were starting 
from scratch to decide how to do Medicaid reimbursement, terms 
like competition and regulatory reform would be in the forefront 
of our minds. But when Medicaid was first adopted, the benefits 
of competition and the drawbacks of .ovterregulation had not yet 
entered the public dialogue. Thus, like many other programs of 
the 1960 's. Medicaid used regulation as the means of defining re- 
imbursement systems and setting amounts to be reimbursed. 

Each attempt to fine tune Medicaid introduced additional layers 
■ of regulation. NACDS believes the time has now come to go back 
to square one, and to design a Medicaid system which, by taking 
advantage of existing strong competition, holds down retail pricea 
and reduces regulation and its associated disadvantages and costs. 

Such substitution of competition for regulation is now generally 
recognized as desirable when there is reason to believe that com- 
petition would have a beneficial effect. Experts believe that 
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industries most suscaptible to deregulation are those in which con- 
ditions of competition, service, quality, and the economy no longer 
justify ponderous and complicated control processes*^ Retail phar- 
macy is just such an industry. We believe this is the intent of thia 
Administration as expressed by the President and Secretary Heckler . 
We do no t understand the hesitancy of the Department to act accord - 
ing to its words . » 

9 

A recent study conducted by the Federal Trade Commission's Bureau 
of Economics found that, although health care does differ from 
other service industries in a number of ways, many segirents of the 
industry offer the opportunity for, and could benefit from, com- 
petitive-based policies. Although the study found no reason to 
contend that competition is appropriate for all segments of the 
health industry, neither did it find any reason to think that 
regulation is appropriate for all health care markets. The best 
sol'jtion, the study concluded, is to approach the health care field 
o.i a service-by- service basis. In j>neral, the closer the market 
res^-,nbles the competitive ideal, the less likely it is that some 
regulatory intervention technique will lower the price of goods 
or improve the allocation of resources. 

The retail drug industry is one area which already fits this com- 
petitive model. As the following discussion illustrates, drug 



8. Clark, Koster, and Miller, ed.. Reforming Regulation , American 
Enterprise institute For Public Policy Research (1980) ,~at 19. 

9- Conpetition and Health Planning : An Issues Paper , ("study") 
by Judith R. Geiman, Division of Industry Analysis, Bureau of Econ- 
omics, Federal Trade Commission (April 1982). 

10. Stud y at 13. 
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Stores today constituta one of tha most competitive segments o£ 
American business, delivering prescription drugs and services at 
low cost with high efficiency. This segment of the health care 
industry is, in short, the type of market best able to regulate 
Itself without government interference* The government could and 
should take advantage of existing market conditions in this field 
by reimbursing pharmaceutical providers at the same prices at which 
similar drugs and services are offered to other customers, and not, 
as is currently don*^, at prices determined by artificial regulatory 
formulas. In this way, the 7 5% of consumers who pay for their own 
prescriptions can be used as a barometer of fair price. 

Strong competition and low profits have long characterized the re- 
tail drug industiy. Nearly twenty years ago, in a case charging 
price discrimination lv a retail drug store, an FTC hearing examiner 
found that "it should como as no surprise to anybody that net profit 
margins, as percentages of grosj scales, are not very high in the re- 
tail drug industry. In the Hatter of William H. Roper, Inc. , 69 
F.T.C. 667 (1966). In reviewing the hearing examiner's decision, 
the Commission found that "the evidence of record demonstrates that 
there is intense competition in the retail drug industry. This finds 
support in the fact that profit margins in the industry as a whole 
are approximately 5%.'* Id. at 725. Since this case was decided. 



11. American Druggist , May, 1982 at 12. 
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several factors - moat notably, the growth of large retail drug 
store chains and the advent of retail druq pri:e advertising - have 
intensified competition in the industry and ensured that the price 
of retail drugs remains at the lov;est possible level 

The nuinber of drug stores now in business offers simple but power- 
ful testimony to the competitive state of the industry. There 
are currently over 50,000 pharmacies in the United States. Es- 
pecially in metrcpolitan areas, this translates into very low store- 
to-cu ton^er ration and often signifies an extremely small narket 
share for any one company. AniOng chain stores, the intensity of 
cor.?et.ition is further borne out by the fact that although only 
two cities support as rrsny as six major chain dr-jg competitiors, 
dorr.inance by a single chain is the exception rather than the rule 
in the nation's to? 50 markets. 

Current prescription drug data bear out the fact that competition 
In the sale of prescription drugs has kept price increases to a 
rininun. Although the average fiescription price in chain drug 
stores xr.creased from $4.72 in 197V to $7.24 in 1980, an increase 
-^.f about 53%, the average cost to the pharmacy of drug products 

12. In contrast to the retail sale of prescription drugs, much 
criticism has been directed at what are often considered excess pro- 
fits associated v>ith the manufacture of drug products. While there 
IS 3tUl a great deal of scholarly debate over whether such profits 
io exist, or if they do, whether they are justified, there has been 
a r^arked absence of similar allegations with regard to retail druq 



13. The Supreme Court has stated that "competition is likely to be 
':jr :^atr?st when there are many sellers, none of which has any signi- 
iicant market share." U.S. v. Philadelphia Nat ional B^.nk, 374 U S. 
321 , 363 (1962). "~ . 

H. '.hain Drug Review, Aoril 26 , 1982 , at 62. 
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dispensed during that sama p«rlod increased by more than 75 percent. 
Indeed, the average gross profit during this period increased by 
less than 30 percent. More recent statistics reflect a 



macies and of higher retail costs to consumers, without a corres- 
ponding increase in drug store profits. According to Pharmaceuti- 



cal Data Service, «the retail price of prescriptions rose 11.31 in 
1982. Drug store acquisition costs for the average prescriptLan* 
however, was up 18%, thereby reducing overall drug store profit 
margins from 3.3% of sales to 3.2%. /' ' 

A study of inventory costs cotnpared the ingredient costs and gross 

prof it s f o r . t h e t pp_ f q u r dxug_ products- J^tt-sj^ the ra p eutic categories — 

in 197S and 1982. The average ingredient cost in 1975 was $3.49 

(or 57.26% of retail price) and $8.91 (or 70.07% of retail price) . 

in 1982. The gross margin for the same time periods were $2.61 

(or 42. 74% of retail price). and $3.81 (or 29 . 94% of retail price) 
1 6 

respectively. This gives further evidence to the highly com- 
petitive nature of the retail drug market. In a less competitive 
r.arket, the relationship between ingredient cost and gross margin 
would have remained relatively similar. 

A comparison of price increases for prescription drugs with increases 
for medical care in particular and for all consumer items in general 
highlights the impressive performance of competitive market forces 

15. Drug Topics , November 22, 1982 at 37. 

16. Hefner, op. Cit . s 
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in maintaining low prescription drug prices, in the ten year period 
, f roro JJsnuary 1973 to January 1983, the Consumer Priqe Index (CPI) 
for all consumer items rose 129,1%/ from 127,7% to* 292,6%. The 
CPI for medical care, furthermore, rose 137.8%, to 347,8% in l?83 
from a 1973 level of 134,9%. In contrast, the CPI for prescript- 
ion drugs experienced only a 102,9% change in t^is period, rising k 
from 100.6% in Janaury 1973 to 204,1% in January 1983, This in- 
crease was 54,0 percentage points less than that experienced by 
other medical care, and 26,3 percentage points less than the aver- ^ 
age of all other consumer items, 

#» 

There is no reason to believe that this trend of relatively stable 
prescription drug prices will change in the future. Prescription 
\ drug sales continue to increase each year, and will almost certain- 
ly conti^iue to do so in the future, given that people over 55 years 
of age tend to use a disproportionately large amount of drugs, and 
that this a3> group is growing at tv;ice the rate of the entire 
United States population, ^® As prescription sales move ahead 
faster than total sales, drug stores will become more dependent 
for growth on prescription volume. Drug stores therefore have an 
incentive to maximize prescription drug sales, which in turn re- 
. quires that prescription products and services be sold at favorable 
prices. This incentive to increase volume - which in turn is most 
likely to occur when prices are lower - is especially strong because, 
in general, as prescription activity increases, total drug .^tore 



17. Percentages derived from Bureau of Labor Statistics, 
U,S. Department of Labor. 

18. Drug Topics , July 5, 1982. 
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expenses decline faster a« a percent of sales than do gross margins, 



since prescription sales increases generally mean an overall de/- 

19 

crease in prescription drug prices. . 

Moreover, unlike some other segments of the health care delivei^^ 

system, prescription drugs are frequently advertised, itself an 

assurance that prices will stay down' as consumers use the adyertis- 

2 0 

ments to decide where to shop. Indeed, since the Suprdme Court 
decision in Virginia State Board Pharmacy v. Virginia Citizens 
Consumer Council, Inc . , 42S U.S. 748 (1975), invalidated res^tri- 
ctions on the advertising of retail pharmaceutical ^services and 
--pfo4uet*7— the*e--h*» i>eert-an -explxrsion of retail drug advertisAg. 
This advertising has already helped to save millions of dollars. 
See Staff Report to the Federal Trade Commission, Prescription 
Drug Price Disclosures 119 (1^75). 

The retail drug market is a fast growing, highly competitive industry 
which offers consumers the full advantage of an active, free market 
econbmy. Traditional indicia of competitiveness - low profit levels, 
extensive advertising of products and services, and small market 
shares divided among several companies - all underscore the accuriicy 
of this characterization, Gkjvernment hea'^th care policies Could best 



19. 1982 NACDS - LILLY DIGEST at 12. 

20. See Federal Trade Commissiqny Staff Repor t on Advertising of 
Op thalmTc" Goods and Services and Proposed Trade Regulatio n RuXe^ 
(1571) (advertising pricesi of opthalmic goods would lower prices) . 



hence resulting in a jjigher net profit for stores with greater pre 
scription demand. This i»/turn, is good news for the consumer. 
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take advantage ot th«i« markat f^ctorst by simply allowing them to ' 
work for Medicaid in the same way .they woirk for other consumers* 
If pharmacies participating in Federal and state health care pro- 
gram*s were reimbursed at market level prices,/ both the provider 
and the government would benefit, and the current discontent rc- 
suiting from expensive, time consuming, and ultimately unnecessary 
regulations would be alleviated, ir' not ^entirely eliminated. 



\ CONCLUSION 
an important part 



Prescription drugs are an important part of health care in the 
United States. They are vital to a successful government health 
care program which ultimately saves taxpayer's money. However, 
efforts must be made to alleviate the burden on pharmacists in* 
disppensing Medicaid prescriptions, in order that- the full advantages 
Qffered by prescription' drugs can be realized. NACDS believes the 
repeal of the "lowur of" provisions is essential to the survival 
of a viable Nw-dic^id program. NACDS endorses efforts to contain 
Medicaid costs, l^t opposes those ill conceived plans which shift 
costs and bijider.:) to providers and to private sector patients. This 
^ift is ♦unfair and, in the long run, impractical. 

NACDS is especially distrubed that HHS would publish its prospective 

reimbursement regulation for ho£,,:itals which do not pay at the "lowe 

^*ot" costs or charges yet ^continues to enforce such a provision on 

phattji^cies . Secretary Heckler, in announcing thia new regulation, 
, ^ 

21. 83. 'f^ of th^ chain drug stores and 71.9% of the independent 
drug stores '•^Ich responded to a recent advertising survey indicated 
that they .cively pronoted their prescription drug products. Drug 
Topics, July 19, 1982 at 40. 
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charged thdt th« old syste'. "failed to reward efficiency." This 
regulation applies to one of the least competitive segments of the 
health care market. Vet the Department does not reward efficiency 
In the retail drug market, a highly competitive market. We believe 
this inconsistency is grossly unfair to pharmacy* 

We recommend- that the Medicaid regulations be amended so as to 
reimburse pharmacies at the us^^al and customary charge up to the 
90 percentile of all charges in the state * This would reduce the 
cost of regulation to society, reward efficiency, allow the com- 
petitive market to work, and minimize Federal and state Medicaid 
expenditures. 

CO-PAYMSNT PROVISION 
Now, if I may, I would like to address the co-payment provisions. 
Congress passed the Tax Equity and Fiscal Responsibility Act of 
1982 ("TEFRA") partly in order to reduce Federal expenditures 
under the Medicaid program. By allowing states to impose cost- 
sharing charges such as co-insurance, deductibles, and co-payments 
on categorically needy individuals. Congress sought to minimize the 
cost of Medicaid without rendering it unavailable to intended re- 
cipients. Congress believed that requiring a minimal contribution 
from recipients would both discourage overuse of Medicaid services 
as well as help, however, minimally* to reduce the cost of the 
program. Notwithstanding the theoretical soundness of this goal, 
whatever Medicaid cost savings* there have been come not at the 
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expense ot either the government or individual participants in the 
program, but at the expense of innocent program providers. As 
discussed below, this unintended and unfair result, created by HCFA 
co-payment regulations implementing TEPRA's cost-sharing t^rovisions, 
falls most heavily on pharmaceutical providers, and directly con- 
travenes both the law and common sense. 



THE REGULATIONS AHE BURDENSOME TO DRUG STORES 
On February 8, 1983, hCPA promulgated final interim rules to iro- 
plement TEFRA's Medicaid provisions. In relevant part, these rules 
state: 

X state plan must provide that the 
Medicaid Agency must limit participation 
in the Medicaid program to providers who 
accept, as payment in full, the amounts 
paid for by the Agency plus any 
deductible, co-insurance or co-payment 
required by the plan to be paid by the 
individual. However, the provider may 
not deny services to any eligible 
individual on account of the individual's 
inability to pay the cost-sharing amount 
imposed by the ^-lan in accordance with 
Section 447.53. 48 Fed. Reg. 5731 (Feb. 
6, 19B3) . 

The effect of these rules on providers is self-evident. On the 
one hand they must accept as maximum payment from the government 
an amount less than the full cost of the services rendered. On 
the other hand they may not deny services to individual program 
recipients when, as frequently happens, the recipients are unable 
to pay the required co-payment. Although providers retain a legal 
"right" to the unpaid amount, in practice that right is both 
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illusory *nd und-slrabla. No provider wants to bring, nor if it 
wants to, can it affort to bring, a collection action for two 
or., three dollars against someone who is by definition truly needy. 
Providers are left with one alternative: to absorb the unmet 
costs. When the provider is a drug store, that means not only 
foregoing a profit, but suffering a financial loss as well. 

The illegality of these regulations is discussed below. Unlaw- 
fulness, however, is really only a secondary reason for urging 
their amendment. The first, n>ore important reason, involves both 
fairr>ess and common sense. Why should providers, who are obvi- 
ously essential to the success of the Medicaid program, suffer a 
significant financial loss for assuming a role which enhances the 
public good? 

The Medicaid Act made the state and Federal governemnts partners 
in providing nedical goods and services to those who previously 
were unable to afford them. Although the opportunity to' impose 
limited cost-sharing measures on soma recipients has been a part 
of the program since 1972, Congress .1 not intend that Medicaid 
be subsidised by providers. Medicaid is funded by tax dollars, 
apportioned and collected from all segments of society, and con- 
tributed to in small part through cost-sharing by those who directly 
receive its benefits. To impose, as the co-payment regulations now 
do, additional costs on one particular segnent of society - 
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esepcially on<i which la necoosary to the success of the program -* 
is both illogical and unfair. It is also unworkable, at least with 
respect to drug stores, for they, among all providers, are the least 
able to bear these additional costs. 



Drug stores are more susceptible to financial losses under this re- 
gulation than are other providers. The low profit margin, the 
highly competitive market in which pharmacists practice, and the 
correspondingly low rate of prescription drug price increases in 
spite of large manufacturer's price increases, have already been 
discussed. When drug stores are unable to collect co-payments 
from Medicaid recipients, they, unlike other providers, are often 
doing so on services which either do not turn a profit in the first 
place, or on which the profit margin is so small that even minimal 
losses make a large difference, 

Co-paynents are not a small tax on an otherwise profitable deal. 
They are the last straw in a transaction which was already weighted 
against the pharmacist ;^ Significantly , other providers, such as 
hospitals and doctors, are not so disadvantaged by co-payments, 
because they render substantailly more expenseive services than do 
drug stores. A three dollar co-payment loss is much less noticeable 



DRUG STORES ARE PARTICULARLY 
DISADVANTAGED BY 'xHfi NFW REULRTlgNS 
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to a hospital, which often precents a bill for thousands of dollars, 
than it is to a drug store, which' presents a significantly smaller 
bill. Co-payments, in fact, represent anywhere Trom 8% to 109% of 
a drug store's dispensing fee. Together, pharmacies stand to lose 
a total of more than $43 rrtillion a year under the new regulations 
in those 21 states with co-payment rules. 



The following table demonstrates the magnitude of the problem 
pharmacies face. For example, in Alabama the co-payment for a 
prescription drug with an acquisition cost of $50,00 is $3.00, 
The state-set dispensing fee Is $2,75, ' Under the "lower of" 
provision of the regulation maximum payment to a pharmacy would 
be $52,75, If the patient does not pay the co-payment, the pharmacy 
would receive only $49,75 for the prescription. This is $,25 less 
than the- pharmacist paid for the drug product. In other words. 
Medicaid reimbursement would not even cover .the product cost. 

This brief summary demonstrates the major problems with which drug 
stores, as participants in the Medicaid program, must cope. 



The Administrative Procedure Act provides that agency regulations 
are invalid if they are "in excess of statutory jurisdiction, 
authority^ or limitations, or short of statutory right" or are 
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. POTENTIAL PHARMACY LOSS FROimOTCAID CO-PAYMENT REGULATION 





Total 


Dispensing 




Co-'Pay as 


State 


Co- Payments* 


Fee 


Co- Pay 


% of Fee 


Alabama 


$ li678,450** 


S 2.75 


$ .50 


18t 








1 .00 


36 








2.00 


73 








t Art 
3.00 


109 


Ca1 Ifornia 


^rt fil 1 f\cf\ 
c\Jto\ 1 |0dO 


3.60 


1 .00 


28 


O.C. 


Jo/ t^^3 


3.<:7 


.50 


15 


Idaho 


177,797 


Z. 50*3.50 


.50 


K-20 


Iowa 


93Z|141 


3.53 


.50 


28 


Kansas 


1 iJ06,269 


1 .60-4.23 


.50 


12-31 


Maine 


534,251 


3.20 


.50 


16 


Maryland 


625,624** 


:v.25 


.50 


15 








1 .00 


31 


Michigan 


4,408>165 


2.65 


.50 


19 


Mississippi 


1 ,621 ,473 


3.17 


.50 


16 


Missouri 


1 ,811 ,727** 


2.50 


.50 


20 








1 .00 


40 


Montana 


242,978 


2.00-3.75 


.50 


13-25 


Nevada 


181,726 


3.78 


1.00 


27 


New Hampshire 


476,481 


2./0 


1.00 


37 


New Mexico 


156.798 


3.15 


.25 


8 


norm ta'^oiina 


9 ftilO "Jill 


3.00 


crt 


1 7 


South Carolina 


954,232 


3.03 


.50 


17 


South Dakota 


103,123 


3.00 


1.00 


33 


Vermont 


475,826 


2.50 


1.00 


40 


Virginia 


1.167,352** 


2.85 


.50 


18 








1.00 


35 


West Virginia 


494,552** 


2.75 


.50 


18 








1.00 


36 


Wisconsin 


2,907,441 


3.40 


.50 


15 


Total 


$43,230,277 









r 



* Probable loss to pharmacy under current law 

** State has a variable co-payment based on cost of prescription. 
Co-pay<nent underestimated* based upor lowest co-payment rate. 
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-arbltcaryi capricious, an abus« 6t discretion, or otherwise not 
in accordance with law»" a 706 U^S^C* (2) (A) and (c) . The re- 
gulations violate both standards and therefore must be changed* 

with regard to tr.e legislative authority for the regulations, 
neither TEFRA nor any of the preceding statutes dealing with Medi- 
caid demonstrates a Congressional intent to make providers Medicaid 
cost-sharers. Vet the new co-payment regulations put drug stores 
in essentially this position by prohibiting denial of services to 
Medicaid recipients who do not pay their co-payments, without al- 
so requiring that state or federal funds be used to reimburse the 
provider for lost revenue, 

TEFRA does not, for example, authorize regulations which mandate 
that the responsibility for collecting unmet co-payments be that 
of the pharmacy - that idea was HCFA's alone, TEFRA in no way 
suggests that che pharmacist should bear the loss of unmet co- 
payi^ents, nor does it prohibit a provider from seeking reoourae 
against the state or Federal Medicaid agency for the uncollected 
amount. Insofar as this is the result of the regulations, they 
cannot stand. 

The legislative history of the original Medicaid Act and of its 
subsequent amendments offer additional authority for the proposition 

22. See Pub, L, No, 97-248, I 131, 96 Stat, 369 (1982). 
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that Con<3re89 did not Intend to have providers help support the 
Medicaid program. TEFHA, for example, contains no legislative 
language indicating that Congress wanted providers to b^ar the 
responsibility of either collecting or absorbing unmet co-payments; 
indeed, a review of the revelant legislative history provides evid«» 
ence to the contrary. 

For instance, the House Report accompanying H.R. 6877, a Medicaid 
cost-sharing bill which preceded tEFRA and directly influenced its 
wording, explicitly provided that states should not impose any cost- 
sharing burdens on providers: 



"The Committee recognizes that in many '* 
instances it may be difficult for 
providers participating in the program to 
collect even nominal co-payments from 
indigent beneficiaries. The Committee 
does not intend that. the States use the 
authority to impose co-paymients in order 
to reduce provider reimbursements . H.R. 
Rep. No. 757, 97th Cong., 2d. Sess. 5. 
(emphasis added) 



Although H.R. 6877 was not enacted, the conference on TEFRA resulted 
in the current co-payment provisions, which clearly track the statu- 



passed TEFRA, it understood the origin and scop? of its co-payment 
provisions to be the same as those which were originally part of 
H.R. 6877. 



23. Joint Conference on S. 4961, August 3, 1982. 



tory language of H.R. 6877. 



This demonstrates that when Congress 
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The TEFRA amendments to thtt Medicaid Act were by no means the first 
time Congress demonstrated its intent to prevent providers from being 
made involuntary Medicaid cost-sharers. In fact, the 1982 amendments 
reflect a principal, fundamental to Medicaid legislation from the 
start, that all costs to providers be fully reimbursed. The Kerr- 
Mills Act, for example, which contained the original Medicaid Act, 
required Federal Medicaid assistance to be "100 percentum less the 
state percentage," 42 O.S.C. $ 1396d(b), evidencing Congress* 
intent to fund the program entirely from state and Federal contri- 
butions. The 1965 Amendments to the Act underscored this point, 
again stating that participation by the States was to be equal to 
all of the non-Federal share, so that lack of local funding would 
not affect the benefits provided. 42 U.S.C. 1396a{a) (2). The 
Senate Report accompanying the Amendment erased any remaining 
doubt as to the meaning of this provision: 

"The reasonable cost of service 
ordinarily provided ... would be paid 
for ... since the cost of the services 
would be covered, hospitals would not be 
deterred, because o^ nonpaying or 
underpaying patients in this aged group , 
from trying to provide the best of modern 
c:-. 3. S. Rep. No. 404 , 89th Cong., 1st 
Sojs. reprinted in 1965 U.S. Code Cong. 
^,iid Ad. News 19 4 3,' 1967-68. (emphasis added). 

Congress' aim of reimbursing the full reasonable costs of all pro- 
viders has remained constant. While subsequent amendments have 
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expanded the range ot iervicoe offered, they still do not authorize 
the imposition of coeti on those who provide the services^ BeoausQ 
the new co-payment regulations do impose such costs on providers, 
they ere invalid. 

The adverse effect of these regulations upon providers also renders 
them arbitrary and capricious, in violation of Section 706(c) of 
the Administrative Procedure Act, Under this standard of review, 
agency actions are invalid if they violate some fundamental policy, 
whether it be constitutional, statutory or otherwise • Because it is 
counter to the purpose and intent of the Medicaid Act to leave pro- 
viders less well off than when they entered the program, the re- 
gulation clearly breaches just such a fundamental statutory policy. 
The regulations are arbitrary and capricious because they not only 
deprive providers of that which was implicit in the statute ( a 
minimum profit), but also of the amount the provider is forced to 
absorb from uncollected and uncollectible co-paymerts. Indeed, the 
regulations also violate a fundamental constitutional policy, inso- 
far as the loss the regulations impose on providers so nearly con- 
stitutes a "taking" as to be in violation of the due process clause 
of the constitution. 

THE RSGULATIONS ARE PROCEDURALLY DEFECTIVB 
Section 553 of the Administrative Procedure Act requires that an 
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agency provide notice and an opportunity for comment before pro- 
mulgating regulations. Failure to. follow this procedure renders 
the ensuing regulations invalid* There are two exceptions to the 
procedural requirements of Section 553 - that the absence of 
notice and comment v;a3 for "good cause" or that the rule is in- 
terpretative rather than substantive in nature. HCFA asserted 

both grounds in its statement accompanying the final rules, but 

.A 

neither is valid. 



HCPA first asserted th&t it had good cause for waiving the op- 
portunity for notice and comment because it had to act quickly 
in order to conform the pre-existing Medicaid regulations to the 
changes required by the TEFRA amendments. "Good cause," however, 
can only be properly asserted when there is an emergency, 
American Fed cation of Government Employees , AFL-CIQ v. Block, 
655 P, 2d 1153, 1156 (1981). Here HCFA waited four full months 
before publishing the regulations, scarcely an indicator of an 
emergency* In any case, a brief 30 day comment period would have 
beea consistent with the TEFI^ timetable, and allowed NACDS an^ 
other interested parties to comment before the regulations went 
into effect. ^ 

The agency* s claim that the rules were interpretative rather than 
substantive fares no better than its good cause argument. The 
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preamblQ to the final rules atates that because the statute does 
not give the Secretary discretion to change classes or categories 
of participants upon whicn cost-sharing may be imposed, these 
regulations are merely interpretative. This assertion is simply 
wrong; if the rules do not actually change the class of parti- 
cipants upon which cost-shar.lng is imposed, they at least have a 
significant substantive effect upon providers, which for all 
intents and purposes makes them a new clas's of participants* 

PROPOSED POLICY 

The policy and legal shortcomings j^f-^e Medice^id reirftoursement 
system require in-depth study by the Depy^ctment both^as applied 
to providers in general and to drug stores TrT^par t ic^ii ar . NACDS 
believes, however, that given the disadvantageous position already 
occupied by pharmaceutical providers, inunediate action with respect 
to the co-payment regulations is required* As explained above, 
these regulations impose an additional and unacceptable burden 
6n irug stores, and will ultimately work to the detriment of 
both drug stores and the Medicaid program as a whole. NACDS be- 
lieves, theretore, that, at least as applied to drug stores, the 
Department should amend these regulations to allow drug stores the 
right to recoup from the government lost revenue resulting from 
unmet co-payments. The amendment could leave the government with 
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th« option, if it wiah«i to axtrciae it, of collecting these co- 
payments from recipients at some later date. The relevant 
regulation, 42 C.P.R, § 477. 15# could be amended by simply adding 
a concluding sentence stating that "the provider shall, however, 
be fully reimbursed by the state Medicaid agency for all unmet 
cost sharing amounts." 

The inequities of the new co-payment regulations require that 
they be amended immediately. NACDS is firmly committed to this 
goal, and will take whatever action is necessary to achieve it. 
We anticipate, however, that agency co-operation and action will 
help solve the problem quickly and efficiently. 

NACDS and its members stand ready to work with the Department to 
develop rules which will allow the free market to work to the 
advantage of the Medicaid drug program. As pharmacy owners, our 
•refrhers implore this Task Force- to first direct its attention to 

i major problems of the pharmacy providers — the "lower of " 
and co-payment provisions before dealing with other sections of 
the regulations. 

I thank you for the opportunity to appear before this Task Force 
todays 



24. Shifting the burden of collection back to the government (where . 
Congress originally intended it to be) also avoids potential problems 
which might otherwise be created if the amendment simply gave drug 
stores the right to deny services to those unable to pay |or them. 
The goal of pharmacies is to provide services quickly and efficiently 
to those in need of them? it is not to cross-examine or deny services 
to those who cannot or will not pay. Congress ;'tructured the Medicaid 
Act so that health care professionals would not be put in such a 
position. It would' be fundamentally unfair and offensive now to make 
them assume such a role. ^ 
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